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A Banker’s Diary 


THE curve of bank deposits turned upwards in September, after its rather 
sharp fall in August. The significant feature of the credit trend, however, is 
not the fact that deposits are rising, but that they are doing 


The so much less rapidly than in the similar period of 1950. 
Credit September’s increase in net deposits amounted to {£27. 
Trend millions, carrying the total to £5,935 millions; in Septe he Tr 


of last year the increase amounted to {77.9 millions. This 
ostensibly favourable comparison matches the experience of the previous 
month. Then, it will be recalled, deposits contracted by £58.4 millions, or by 
nearly £53 millions more than they fell in August, 1950. The latest slacke ning 
in the rate of credit expansion by comparison with last year is, however, much 
more striking than that shown by the previous month, for then almost half 
of this year’s advantage was attributable to the smaller rise in the total of 
investments and advances (which in the aggregate were almost stable), whereas 
in September last they rose by £29 millions compared with less than {1 million 
in September, 1950. 

The explanation of the contrast between the banking experience of this 
year and last lies, of course, in the much smaller dependence of the Government 
upon banking finance—a difference that was even more marked in September 
than in August. If Government requirements are regarded as being indicated 
by the net change in all bank assets other than advances and investments, 
then in August the Government repaid £59 millions to the banking system, or 
{29 millions more than it repaid in August, 1950; and in September last it still 
succeeded in making a small repayment, whereas twelve months previously it 
was borrowing no less than £77 millions. 


NEEDLESS to say, the basic cause of these disparities is the transformation 
of Britain’s external balance of payments from last year’s position of substantial 
surplus on current account and heavy inflow on capital account 

Effects of to this year’s position of alarming current deficit and con- 

External _ siderable capital outflow. The comparisons given above illus- 

Borrowing trate very clearly how external influences dominate the 

domestic credit position at times of major change in external 
payments. For it should be emphasized that the domestic cash position of 
the Exchequer has been under much heavier strain this year than last. And 
although the Government may have secured some finance on balance from 
operations in the gilt-edged market, the scale of any net sales has certainly 
been very much less than that of last year. 

The fact that the Government has been securing large sterling sums from 
the counterpart of the external deficit (through sales of gold, running-down 
of the E.P.U. credit, and borrowing the fast-mounting overseas sterling 
balances), whereas last year it was having to find sterling to finance the 
mounting external surplus, emerges very clearly from analysis of the figures 
for the first half of the fiscal year. In these six months deposits rose by 
{127 millions, or less than half the £269 millions increase for the similar 
period of 1950 and appreciably less than the £167 millions rise in the middle 
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six months of 1949. Yet bank advances rose this year by £123 millions, whereas 
last year they rose by only £8 millions on balance; and the ‘disparity becomes 
slightly more pronounced if investments are brought into account. In other 
words, virtually the whole of this year’s smaller net creation of credit was 
attributable to non-governmental demands, whereas last year non-govern- 
mental demands played an almost negligible part and the ostensible new 


September Change on 

1951 Month Year 

fm fm sm 
Deposits oa “ acd F 6134.0 E.7 106.46 
‘ Net ’’ Deposits * ‘ ; 5934.9 27.8 73.6 

Cash ‘ ata na “a 502.7 (8.10 - 32.8 10 
Money Market Assets ee Es T8585. 5 (30.3 Tor .3 2.7 
Cal! Money 2 ea sa 582.2 (9.5) 9.5 + 39.3 
Bills ng oh at : 1276.3 (20.8 o1.8 82.0 
Treasury Deposit Receipts .. , 216.0 3.5) —- 90.0 218.5 
Invesiments pilus Advances . ; 3429.9 (55.9 29.3 327.5 
Investments ia re - 1553.3 (25.3) 4.3 + §2.2 
Advances re atl 1876.6 (30.6 - 24.9 275.3 

2 


*After deducting items in course of collection. Ratio of assets to published deposits 


borrowings by the Government amounted to no less than £263 millions. Yet 

in this latest half-year (taking the figures to September 30), the Exchequer’s 
total disclosed deficit (above and below the line) was £150 millions more than 

in the six months to September 30, 1950. This year extra-budgetary sources 

of finance have provided nearly £300 millions, whereas last year there were 
extra-budgetary demands of well over {100 millions. 


[MPORTANT and significant developments have taken place during the past 
month in the Belgian exchange situation and more particularly in Belgium’s 
strong creditor relations with the European Payments Union. 

Belgium The original Belgian quota of $360 millions with E.P.U. had 
and been exhausted by August of this year and a supplementary 
E.P.U. allocation of $80 millions by Belgium was similarly exhausted 

by the end of September. The Belgian authorities, who have 

all along been reluctant to extend further credits to E.P.U., arguing that this 
was merely a device for importing into Belgium the inflation prevalent in 
neighbouring countries, then decided on more specific and somewhat harsh 
defensive measures. The first of these was to block 5 per cent. of the proceeds 
of Belgian exports to E.P.U. countries; this was done with the two-fold 
object of diverting exports from these markets to hard currency countries and 
of minimizing the inflationary effect of such exports as continued to flow to 
the E.P.U. area. The next and much more drastic step was to subject Belgian 
exports to a far stricter licensing system than had previously been in operation 
and to prohibit all sales of Belgian francs against purchases of E.P.U. currencies 
(other than Swiss francs) except against duly authorized licences showing that 
Belgian goods had been exported to the country in question. Other exemptions 
were small remittances of less than Frs. 5,000, the negotiation of travellers’ 
cheques up to a figure of Frs. 10,000 per head, payments to diplomatic repre- 
sentatives in Belgium, and insurance payments. The new system of reinsti- 
tuting detailed export licences has taken a considerable time to get into gear, 
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and during the phase of delay and uncertainty no official spot business in 
Belgian francs could be transacted, since the sellers of Belgian francs could 
not guarantee delivery. The Belgian authorities foresaw that an awkward 
gap would open and decided that it should be filled by allowing any holder of 
E.P.U. currencies in Belgium to sell them at rates settled freely by supply 
and demand, to importers requiring such currencies. They therefore tolerated 
a market in these currencies in which the banks act purely as intermediaries. 
A fair volume of business has been transacted, and sterling has been quoted 
down to 120 francs to the £, compared with the official rate of 140. In order 
to prevent the unwanted inflow of hot money through the familiar device by 
which foreign exporters leave the proceeds of their sales abroad, any Belgian 
firm importing goods from E.P.U. countries is now required to settle its debt 
as soon as possible and through an agreed Belgian bank. 

These various measures are beginning to restore a little order in the Belgian 
exchange situation. Most of the hot money that has been flooding into Belgium 
has come from France. In many other E.P.U. countries, including Britain, the 
evident strength of the Belgian franc has been taken as an adequate excuse 
for covering forward Belgian franc requirements that, in the normal course, 
would have been left uncovered for a considerable period. This movement of 
hot money, together with the anticipatory purchases of Belgian francs, mainly 
explains why every additional quota established for Belgium with the European 
Payments Union has been so quickly swallowed up by the debtor positions 
of other countries at E.P.U. A point has now been reached where the Belgian 
creditor position and the corresponding debtor situations constitute the main 
danger to the future functioning of E.P.U. The repercussions of these troubles 
and counter moves have, of course, spread beyond the confines of Europe; 
Belgium’s efforts to try to divert exports to dollar countries and imports to 
E.P.U. countries have already met considerable criticism from signatories of 
the General Agreement on Tariffs and Trade, and her toleration of a free com- 
mercial exchange market in which disorderly cross-rates have been quoted 
must also have evoked some displeasure at the International Monetary Fund 
in Washington. Meanwhile, a temporary arrangement has been made with 
E.P.U. that should allow Belgium to maintain its membership of that organiza- 
tion until the end of the year. The agreement stipulates that Belgium will be 
entitled to a maximum of gold receipts from E.P.U. of $80 millions for the 
last quarter of the year. If the Belgian surplus with E.P.U. falls within this 
amount, it will be covered wholly by gold receipts; any excess will be covered 
by further credits from Be Igium. The arrangement therefore puts on Belgium 
the onus of confining its surplus to the smallest possible proportions. This 
explains Belgium’s sudden plunge into drastic and unorthodox controls. 


TuE French franc during the past month has shown ominous signs of being 
due for another crisis and purge. The publicity given to the latest rise in 
French wages, the sporadic strikes (including one among 

Exchange _schoolmasters) and the steady increase in prices have been 
Troubles in conditioning people in France for further devaluation. The 
France reactions to this state of mind have been apparent in increased 
buying of foreign securities, exceptionally heavy forward 

offerings of French francs and a more than usually keen demand for gold in the 
tolerated domestic market in Paris. French buying of international securities 
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on the Paris bourse, a movement assisted by the increased facilities provided 
last year, has assumed considerable proportions in the last few weeks. In 
London it has been the main support of the markets in Kaffir and copper 
shares. The forward buying of foreign currencies by French concerns in 
anticipation of far-distant commercial needs for such currencies reached 
such a point as to provoke vigorous counter-moves by the French authorities. 
In mid-October the Bank of France suspended all forward sales of foreign 
currencies. This was followed by an order from the Foreign Exchange Office 
prohibiting the purchase of foreign exchange by importers for the payment of 
imported products before the goods have actually been shipped to France. 
This move was accompanied by an increase of the Bank of France rate from 
2} to 3 per cent. and by a restriction of the rediscount facilities of the com- 
mercial banks at the Bank of France. This tightening of credit was in part 
intended to compel French concerns to meet their cash requirements in Franc 
by surrendering the foreign exchange proceeds of their exports. 

The pressure on the franc has also been apparent in the free gold market, 
which has for long been tolerated in Paris. The offtake in this market has 
ranged between 200,000 and 300,000 ounces a month, a figure that provides 
a clear indication that the market is being fed either by official sales from the 
Bank of France or by smuggling. Even allowing for the rise in the free market 
rate for dollars in Paris, the price of gold in terms of U.S. dollars has continued 
to rise in that mz rary to its trend in the world markets. The Paris 
quotation is now over $42 per ounce. Allowing slightly over $3 for the cost of 
smuggling gold into France, this approximately accords with the current world 
price of $38} per ounce. Far from discouraging this private hoarding of gold, 
the French authorities appear to be going out of their way to stimulate it by 
occasional intervention in the market, particularly through the sale of coins; 
these are now quoted in Paris at a premium of between 30 and 35 per cent. 
over the price for gold bars. There may be logic in this policy het as is so 
often the case with French logic, it is difficult for Anglo-Saxon minds to 
appreciate it. 





DuRING the early months of the current fiscal year, expenditure on defence 
was rising so slowly that many commentators then thought it quite improbable 
that the large expansion projected for the full year would in 

Defence _fact be attained. Recently, however, the tempo of outgoings 
Spending has quickened, carrying total defence expenditure for the 
Speeds Up first half of the fiscal year to a substantially higher level than 
might be inferred from the figures for the Exche ‘quer deficit 

cited in an earlier note this month—since part of the expansion has been 
matched by an unexpected buoyancy of revenue. In the first quarter of the 
year, expenditure on Supply Services (which include civil expenditure as well 
as that on defence) totalled £707, millions, showing an increase of 16.1 per cent. 
on the £609 millions spent in the first quarter of 1950-51. Expenditure in the 
second quarter reached £831 millions, or 31 per cent. more than in the corres- 
ponding period Jast year, so that the increase for the half-year amounted to 
£293 millions, bringing the total to £1,538 millions. The revised estimate for 
Supply Services for the full year, including the whole £160 millions margin 
reckoned in the budget for supplementary votes, but deducting from the 
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original estimate the Exchequer saving in its payments to the National 
Insurance Fund (consequent upon the recent Act), is £3,580 millions, or £2,042 
millions more than was actually spent in the first half-year. If the curve of 
expansion continues at its recent rate, expenditure in the second half-year 
will come very close to this target figure. 
Although total “ ordinary ” expenditures in the first half-year were nearly 
£300 millions more than in the first half of 1950-51, the above-line account 
remained very nearly in equilibrium; there was a deficit of £17 millions 
(excluding sinking fund payments), compared with a surplus of £79 millions 
at the similar date last year. This apparently favourable outcome is quite 
evidently mainly the result of the impact of inflation upon revenue. Total 
ordinary revenue rose during the half-year by {202 millions, and thus contri- 
buted almost 80 per cent. of the increase budgeted for the full year (£258 
millions), despite the fact that the main benefit to the Exchequer from the 
increase in income-tax rates has still to be reaped. The big contributors to 
this strong yield have been the items most sensitively affected by the rise in 
prices : Customs receipts, which were expected to rise by £25 millions in the 
full year, rose in the half-year by {50 millions; Excise, expected to drop by 
£4 millions, rose by {28 millions; and credits from trading services, expected 
to drop by £31 millions, have risen by £35 millions. Income-tax has already 
provide d £66 millions of the year’s said additional £220 millions. 

‘Below ” the line the experience has been much less satisfactory. Net 
expenditures were expected to rise by £26 millions in the full year; in the 
first half-year they rose by £55 millions, to £276 millions, owing mainly to a 
sharp increase in net new loans to local authorities, the needs of which had been 
expected to be less this year than in 1950-51. At September 30, the overall 
deficit stood at £293 millions, compared with £142 millions twelve months 
previously. 


AN unseasonable reduction in the supply of Treasury deposit receipts in recent 
weeks has revived the recurrent question in the market whether the Treasury 
intends to dispense with this instrument of borrowing al- 
Getting together. The massive switch in borrowing technique that 
Rid of began in mid-1949 carried the outstanding total of T.D.R.s 
T.D.R.s ? down from £1,259 millions to a low point of £350 millions by 
mid-1950. But in the second half of that year, although the 
issue of tender bills was continuing to rise, there was an appreciable amount 
of net new borrowing on T.D.R.s, the total of which was restored to £586 
millions by end-October. This year’s experience has been very different. 
During the first half of the year, the T.D.R. issue reached its low point (£2833 
millions) at end-March, the traditional nadir of Exchequer cash needs. But 
after expanding to just under £380 millions by early August, it has since been 
contracted to its smallest since the early months of the working of the system 
(the second half of 1940). During October alone, it was reduced by {£115 
millions, whereas in the similar period of last year it rose by £80 millions. The 
total in issue on October 27 was a mere £175 millions—actually less than the 
portion held by the clearing banks at ikon September make-up, when the 
ratio to deposits was down to only 33 per cent. (at the peak in 1945 it reached 
4I per cent.). 
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The contention in some market quarters that these movements portend 
an early abandonment of the T.D.R. system is regarded as being reinforced 
by the fact that the issue has been reduced in several weeks in which the 
tender issue of bills has been slightly expanded. There is, in fact, little logic 
in this additional argument. The total tender issue of bills is still, at the 
moment of writing, only just at the peak reached at end-1950, and its small 
expansion since the summer has been less than the growth that occurred in 
the similar months last year. Moreover, the small switch from T.D.R.s to 
bills since end-September has been made at a time at which even the shortest 
of new T.D.R.s would mature just after the point of maximum seasonal 
revenue inflow. It is certainly true that, if a move were made towards flexible 
money rates, it would be fairer to the banks for the Treasury to concentrate 
its borrowings on bills. But it would probably be wrong to read any such 
hidden motives into the policy of recent months. The fact is that the Treasury, 
as an earlier note shows, has been securing substantial sums by borrowing the 
sterling counterpart of the external deficit, and thus has on balance been able 
to reduce its borrowings from the banking system. Ever since the T.D.R. 
issue came into being, it has been customary to use such surpluses mainly or 
wholly to repay T.D.R.s. 


AN interesting echo of the pre-devaluation phase, when commercial transac- 
tions based on cheap sterling were grossly interfering with the normal orien- 
tation of sterling area trade, has recently appeared by way of 

Silver and Dutch “ shunting’”’ operations in silver. That Dutch mer- 


Cheap chants should have taken this latest initiative is not altogether 
Sterling surprising; they are well placed for it and well trained in the 
arts of exchange dealing. The scope for such operations has, 


of course, been greatly reduced as a re sult of the restrictions imposed some 
time ago on the use of transferable sterling; this can now be used, within the 
group of transferalle account countries, only in respect of direct current 
transactions between them. The weakness of sterling that resulted in free 
markets from the «nnouncement of Britain’s deficits, and from the resultant 
rumours of devalu< tion, did, however, create scope for silver arbitrage. Trans- 
ferable sterling in the New York market dropped last month to around §2.40, 
which allowed Dutch operators to buy exportable silver in London and sell it 
at a profit in the New York market. By these operations, they drove the 
New York quotation down to the London parity—calculated not at the official 
rate, but at the New York rate for transferable sterling. Thus the New York 
price for silver early last month fell from 90.16 c. to 84.75 c., and in accordance 
with the automatic procedure by which the London price for essential silver 
provided by the Bank of England is adjusted to the New York quotations, 
this was followed by a fall in the London price from 783d. to 74d. This might 
have opened the door to a recurring chain of operations had it not been for the 
fact that the supply of cheap transferable sterling rapidly gave out. Since 
then the price of silver in New York has recovered to 88 c. and that in London 
to 77d. 
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Free Enterprise on Trial 


Y returning a Conservative Government, and yet not giving it real power, 
Bex electoral verdict has added much to the responsibilities now being 

shouldered by Mr. Churchill and his colleagues—more, perhaps, than they 
will realize until the hidden departmental facts and assessments disclose to them 
the full extent of Britain’s problems. The Tories during the campaign, and Mr. 
Churchill at the moment of victory, have emphasized that the way for them 
and for the nation will be hard. But many thoughtful people, anxiously 
appraising the fast-mounting economic crisis that Labour leaders sought to 
minimize, have wondered all along whether even the Tory leaders (as distinct 
from the rank and file) fully perceived how much toughness would be needed 
to surmount it. Inevitably, they have wondered, too, whether even a strongly- 
backed Tory Government would summon the high courage needed for the 
quick and forthright launching of the unpopular measures that have now 
become indispensable. These questionings have been magnified many-fold by the 
outturn of the polls. Now it is being widely argued that a Government with 
a slender majority must move slowly and cautiously, must avoid controversial 
issues, and must be very wary indeed if it projects unpalatable remedies— 
first making sure that they are not foo unpalatable. At a few points, this may 
be sound cel but in the main it is a counsel of despair—one that would 
be disastrous for the country and, in the end, for the Tory party, too. The 
conclusion to be drawn from this electoral verdict is that, on all the major 
problems of the hour, the new Government has a duty to act more quickly 
and forthrightly than it might have felt bound to do had its majority been 
larger. A slow start would have been wrong in any circumstances; but in the 
actual circumstances, if the Government is weak at the start, it will never get 
a chance to be strong. 

This need for speed and firmness springs partly from the urgency of Britain’s 
problems—especially its economic problems. But it springs, too, from the 
fact that the narrowness of this electoral result has flung down a challenge to 
all who believe in free enterpiise. A Government that champions this system 
has the duty to demonstrate, from the very outset, that its policies are vital 
and forward-looking, that they are something more than merely anti-socialist, 
that they are positive and distinctive in their own right, that they are the only 
way of combining maximum welfare with freedom. The election campaign itself 
has done virtually nothing to drive these truths home; on the contrary, at 
many points it has served to minimize the differences between the parties, 
because of the anxiety of the Tories to identify themselves with the principles 
of the welfare state, and because they were so often constrained to adopt 
merely defensive attitudes. Now there is need for positive and distinctive 
attitudes. If the watch-words in domestic policy are caution and conciliation, 
the Government may be unable even to prevent Britain’s economic plight from 
deteriorating still further, and it certainly will not succeed in greatly improving 
it. Tenderness will earn it no thanks. When the next trial of strength comes, 
the electorate will conclude that it has nothing positive to offer, that its policy 
has nothing more distinctive about it than that it is anti-socialist. 

The need for object-lessons in the principles of free enterprise is scarcely 
less among government supporters than it is among their opponents. Many 
Tory sympathizers have lately shown a child-like conviction that a change of 
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government would of itself work miracles overnight. Indeed, since the Tory 
leaders themselves have preferred not to amplify those aspects of their policy 
that must be unpopular, much of the election literature and broadcasts has 
helped to foster this unrealism. Unthinking people of all parties have tended 
to regard such catch-phrases as “ sound finance ’’ and “ set the people free ”’ 
as magic nostrums for painless and sudden change. And even among the solid 
blocks of traditional and influential support for the Conservative party, mis- 
understanding and wishful thinking are depressingly widespread. Many people 
in the City, for example, seem to have lost their understanding of the funda- 
mentals of the price mechanism—notably, of course, in the capital market— 
upon which the system of free enterprise rests. Everywhere there is too great 
a tendency to suppose that “ confidence ”’ is a solvent that will dispense with 
the need for discipline and for salutary correctives. 

In the sphere of foreign policy, the mere fact of the change in government 
is obviously of decisive importance; even before any new decisions are taken, 
Mr. Churchill’s presence as Prime Minister and Mr. Eden’s as Foreign Secretary 
will have done much to redeem Britain’s lost prestige abroad—and will be 
even more potent as deterrents to any others who were thinking of tweaking 
the tail of the British lion. But the confidence factor presents no parallels in 
the economic sphere. Here the only automatic consequences of the advent of 
Mr. Churchill and of his as yet incalculable Chancellor, Mr. R. A. Butler, are 
that there will be no more nationalization, no statutory limitation of dividends, 
and no gratuitous or vindictive drives against capital. These are important 
but negative advantages. The lifting of overhanging threats will do some- 
thing to restore confide: nce, but it will not of itself perceptibly speed up British 
output, or cause workers to move from marginal industries to the critical ones, 
or switch goods from the domestic to the export markets. It will not even 
diminish—not, at least, by very much or for very long—the growing reluctance 
of Britain’s creditors to put up the huge sums that are alone enabling the 
gravely unbalanced economy to support its people in overfull employment. 
The economic consequences of Mr. Churchill and Mr. Butler will turn, upon 
what they do, not what they are. And Britain's crisis of insolvency will not 
wait upon political expediency. If Mr. Churchill counts upon confidence to 
help him, as indeed it could do most powerfully, he must first provide for it a 
sure basis of forthright and salutary measures. And he must do so quickly. 

It is at this point that the new Government faces the most real and crucial 
test of its courage. Economic policy must not be trimmed any longer to fit the 
ingrained misunderstandings of the British public. Through two election 

campaigns (though through the latest one less noticeably than in 1950) the 
Tory party has pandered to the public’s wishful thinking. It has not pretended 
that the road to national solvency is smooth; but it has never explained in 
any detail the discomforts that must be borne by a people that now, willy- 
nilly, must travel it. Now the Government's first duty is to tell the full un- 
varnished truth, and its second duty is to act upon it. 

The problem in essence is one of simple arithmetic. The British economy 
cannot at present meet all the demands now being made upon it, therefore it 
is running heavily into debt abroad. It is now imperative to stop this overseas 
borrowing, or at least reduce it to manageable proportions; otherwise the 
threatened check to the flow of credits and the drain upon reserves will compel 
such drastic cuts in imports as would bring the domestic economy into grave 
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y dislocation and unemployment. Under any government, the only way of 
y restoring equilibrium is by cutting the domestic demands until the total is 
S matched by the rising level of national output. Of the four broad groups of 
d demands—rearmament, maintenance and expansion of domestic capital assets, 
7 civil expenditure by the central and local governments, and private personal 
d consumption—only the first has to be regarded as inviolate. The cuts have to 
S- be distributed among the other three. 
le The fact that Mr. Butler is at the Treasury instead of Mr. Gaitskell does not 
1- alter the shape of this problem. The question is not whether there shall be 
— cuts but where to cut, and how. Labour supporters may still believe that 
ut these uncomfortable questions could have been sidestepped had a Labour 
h Government been returned. But in fact the Labour Government has been 
doing, or at least permitting, some very significant, though concealed, cutting 
it for the past two years. Mr. Gaitskell imposed a limit on expenditure on the 
n, Health Service, and looked to the new charges for dentures and spectacles to 
Vy help him keep within it; but much more significant than these overt disciplines 
De has been the concealed cutting that has been imposed upon a wide range of 
ig the social services by the rise in the cost of living. This is the automatic, the 
in inescapable, cutting that proceeds insidiously whenever, at a time of full 
of employment and excessive demand, a Chancellor lacks the courage to cut 
re enough overtly. Mr. Gaitskell’s concealed cuts, however, have been more than 
s, offset by increased outlays elsewhere; as he himself recently pointed out, a 
nt average wages have risen more than the cost of living so that, despite the 
e- hardships of black-coated workers, old age pensioners and rentiers, the total 
sh of consumption has expanded at a time when rearmament required it to 
S, contract. The localized and disguised cutting has not prevented the plunge 
on into external debt; and even Mr. Gaitskell, had he still been at the Treasury, 
ce would have had to put much more emphasis on overt retrenchment. 
he A free enterprise approach to this unpalatable task cannot promise that 
it. the cuts it perforce imposes will in the short run be any smaller than those 
mn implicit in any alternative policy; but it can promise two distinctive and even 
ot decisive advantages: 
to 


First, that the cutting will yield the maximum of national advantage for 
the minimum of individual sacrifice, because most of it will be done 
surely and openly—and therefore with due-regard for those who are 





al too heavily burdened already—instead of by the insidious and uncon- 
he scionable process of continuing inflation. 
“a econdly, that the methods adopted are the only ones that can promise in 
ed themselves an end to the ph ase of sacrifice, because they set in motion 
‘a. more hopeful and expansive remedies for the somewhat longer run. 
ly- To pursue such measures, however, the Government must not be unduly 
in- inhibited by promises that may be deemed to have been given during the 
election. It will quickly find, when it plumbs the depth of the problem in a 
ny way that it could not do when in Opposition, that a sufficient disinflation will 
it not be attainable merely by marginal and mainly painless prunings of admin- 
as istrative expenditure—which is what the election literature seemed to imply. 
‘he If housing, at not less than its present level, is given a priority ‘“‘ second 
pel only to defence ’’, as the Tory manifesto promised, then the capital needs of 


essential industry must be treated as yet a third “ untouchable’’ class. 
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Sheer arithmetic leaves no room for any more untouchables than these: if 
the whole range of the Government’s other social expenditures were added to 
the list, that would mean that nearly all the burden would have to fall on 
private personal consumption. Consumption will have to carry most ef the 
weight in any case; but if the public once grasps the facts, there is no doubt 
that it would prefer to see the burden distributed between the two separate 
parts, the state-provided ‘‘ welfare’’ and the purely private consumption, 
rather than borne by the latter alone. In this sphere, the Government’s first 
task is to teach the public this arithmetic of disinflation for national solvency, 

this calculus of choices between cuts in many alternative expenditures all of 
which look to the man-in-the-street, at first glance, equally necessary and 
desirable. It should try to explain, too, that a drive against inflation is far from 
synonymous, in the short run, with a drive against high prices; and that when 
inflation has been partially repressed in some sectors of the economy by price- 

controls and subsidies, an indispensable part of the cure for it is to allow prices 

that have been kept arbitrarily low to come into line with those that are already 
more or less free. The more the Government desires to avoid any overt 
economies in the social services strictly so-called, the more imperative will it 
be for it to accelerate its vaguely-defined plan for “simplifying” the cost-of- 
living subsidies. The public needs first to be convinced that most of the 
recipients already pay for the subsidies themselves in higher taxes, and that the 
minority who receive more than they pay could be more effectively helped in 
other ways; if the new Chancellor can drive these facts home, an early attack 
on the problem should be possible. 

All this may seem a far cry from the principles of the Tory manifesto, with 
its plan for pruning of “ waste’, and its emphasis placed otherwise upon expan- 
sive hopes rather than upon retrenchment. The party propagandists will 
declare that salvation lies not in “ negative ” economies but in positive measures 
to raise output, by incentives and by “ setting the people free’’. Of course that 
is so. But it is for that very reason that a bold frontal assault upon inflation, 
by the methods of free enterprise involving the fullest use of the price 
mechanism, is a distinctive and positive policy. 

There are no magic wands that can be waved to restore freedom. An 
impartial enquiry could no doubt detect many frills of bureaucratic control 
that could be swept away forthwith; and such an enquiry should be set to 
work without delay. But the major controls cannot be thus lightly dismissed. 
They are indirect products of the excessive level of demand, Labour’s principal 
means of preventing that excess from reducing the economy to chaos. All 
post-war experience proves—as a subsequent article in this issue argues more 
fully—that this method of defence against inflation is bound to fail unless it 
is combined with strong monetary measures. But if the national economy is 
stifled, that is due at least as much to the surplus of demand as to the controls 
themselves. The way to minimize the range of controls is not to try to scrap 
them overnight, but first to cut down the excess of demand and the pressure 
set up by unnatural prices that the controls try to hold in place. This is the 
way of free enterprise, the distinctive way that not only combats inflation, but 
simultaneously clears the road for bigger output. 

So, too, with the problem of incentives, the most crucial step must be to 
attack inflation by the methods of financial retrenchment and of freeing the 
price system, to allow mobile prices to do their natural work of bringing demand 
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and supply into equilibrium. So long as the armament burden continues to rise, 
there may be little or no scope for reduction in the total burden of taxation, for 
that would mean that the retrenchment, public and private, would have to 
cover (a) the additional arms outlays, (b) a margin for effective disinflation and 
(c) a further margin for tax reduction. Until the increment of production 
overtakes the increment of armaments, the only means of giving new fiscal 
incentives will be by judicious reapportionment of the tax burden. This 
reapportionment should be started in next April’s budget, on the guiding 
principle that direct taxation is more heavily disincentive than indirect. In 
industrial taxation it is in principle easier to afford the much-needed relief 
than in personal taxation, since the most damaging part of the present burden 
falls on capital, so that any alleviation would not impose a corresponding 
additional strain upon the nation’s pool of savings. 

If the Government redeems its rash pledge to impose “ some form of excess 
profits tax’ for the duration of the rearmament phase, it should be made 
plain that this is a political expedient quite out of line with the principles of a 
free enterprise policy. If that policy were courageously pursued, it would 
quickly be seen that there was no need for arbitrary limitations of particular 
profits. The paradox of modern economics is that it is the socialist govern- 
ments who, by their policies of trying merely to dam up and never to stop 
inflation, create large paper profits—which they then feel obliged to mop up 
by differential taxes and sterilize by dividend limitation. In present circum- 
stances, one of the most salutary virtues of a courageous free enterprise policy 
is that it would mean smaller profits in the aggregate, so there ought to be 
no need (or, at least, less need) to take back part of the above-average profits 
that accrue to the efficient. By and large, the main incentive under the new 
dispensation would be the entrepreneur’s anxiety to minimize his fall in profit 
or to avoid actual loss. 

Such are the broad first principles on which a new and hopeful policy 
should be based. On the vital question of immediate tactics, only one point 
can be made here. The acid test of the Government’s intentions in this crucial 
sphere will not come until the next budget; and it would be unreasonable to 
expect it to prepare far-reaching measures before next April. But the world 
must not be left to wait until then for a clear sign that more fundamental 
measures will be launched than the stop-gaps of the _past. Therefore there is 
the greater need to enlist the monetary instruments of discipline, for these can 
be used without delay. The Government’s first step in this critical fight against 
inflation—and it should take it very soon—should be to stop the automatic 
flow of central bank credit to the commercial banking system, and to substitute 
therefor a more restrained flow, strictly on the initiative of the Bank of England 
and at such rates of interest as the Bank deems necessary to the objective of 
restraint. This earnest of more generalized and firm disinflation shouJd be 
synchronized with the appointment of an independent ‘‘ economy ” committee, 
and should be publicized by the Chancellor in a statement setting forth the 
principles of budgetary policy and price-freeing that he intends to follow. 
Mr. Churchill now has a new sphere in which to demonstrate his courage. At 
this time of economic danger and this historic moment in British politics, it is 
the more necessary to prove promptly and clearly that free enterprise still has 
a distinctive, decisive and hopeful policy to offer for the defence of the British 
standard and way of life. 
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Controls in Hot War—and Cold 
By Graham Hutton 


R. GAITSKELL’S disclosure, at the Bankers’ Dinner last month, of 
Msewnine deficits on the balance of payments was like the “ miaow’ 

of ‘the cat that came back’. The familiar crisis that the optimists 
were but lately regarding as nothing more than a fast-fading memory, the 
economic running sore that the easy-speakers said was healed by rising output 
figures, had reappeared, spreading grimly over the national economy. This 
time, moreover, the spectre loomed over a General Election, over an economy 
no longer sustained by Marshall Aid, over one dipping fast into reserves and 
running up debt; the sterling balances had run up faster in a short period 
than at any time since the 1947 crisis; and, most important of all unfavourable 
influences, the cold war was eating into Britain’s resources, whereas in the early 
crises of the post-war era, demobilization was releasing them. Against this 
sombre backcloth the retiring Labour Administration promised more controls 
for prices, profits, markets, supplies, and capital-gains. The aspirant Conser- 
vative Opposition promised a form of E.P.T. and of stricter “ discipline ’’ in 
the economic field—yet left no one with the conviction that its discipline 
would be sufficiently toughly orthodox to make the too familiar physical 
restraints perceptibly less necessary. ‘‘ More controls ”’ lay like a thick autumn 
mist over the electoral landscape, blanketing the outlines of a national economy 
that had only slowly become clearer after the crises of 1947 and 1949. So, 
since thinking men knew that, whatever the political party -programmes said, 
Britain was in for a third round of domestic and foreign economic difficulties, 
they began to ask ‘‘ What kind of controls; where; when; and how?” And 
the more sophisticated among them added the most crucial question of all: 
‘Can more controls really be made to work without grotesque wastage and 
friction, in any conditions short of hot war ? 

Any attempt to answer such am stionings should pin- point, at the outset, 

three major economic differe -apart from the probably decisive 
“moral ’’ differences—between the problems of the hot war of 1940-45 and 
the cold war of to-day and to-morrow. First, the hot war was all-out. By its 
very temperature it must have burned itself out relatively quickly, by burning 
out its contestants. So these contestants had to grab all material and human 
resources, cut the requirements of capital and of consumption to the bone, 
and even eat into capital, in order to throw the proceeds of that spendthrift 
process under the Martian furnaces to keep up the heat. The hot war meant 
winning as quickly as possible, before exhaustion supervened. Very different 
is the cold war. So long as it does not develop into Hot War III, it is more 
like war on a ‘“‘ maintenance basis’’. It demands (as it were) investment in 
war-potential, in contrast to the spending of resources by pouring them into 
the roaring furnaces of hot war. So those engaged in cold war are, or should be, 
building up industrial potential, transport ‘and other “ services’ ’’ potential, 
man-power and machinery potential, apart from their more obvious “ invest- 
ment ’’ in finished armament supplies. The longer the war appears likely to 
stay cold, the bigger will be the “ potential ”’ relativ e to the finished stocks, 
and the more important will it be for the Governments to build up, too, the 
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physical and psychological reserves of their peoples against the contingency 
of terrible stresses and strains in a hot war. 

All this means two things: (a) that the target levels of arms outlay must be 
achieved quickly, as a new burden on the economy; (4) that as and when these 
are attained, the entire economy must be geared up to a higher pitch of perfor- 
mance, in order to carry the new burden of armaments on a year-to-year 
maintenance-and-replacement basis, and to maintain at the same time a 
secular expansion in productivity, efficiency, and industrial potential—on 
which all progress depends. 

Secondly, in hot war the strategic and tactical decisions are taken with a 
view to engaging and overcoming—or evading—an enemy at a given place, 
or along a given line, for a given length of time. Not so in a cold war. No 
one knows—not even the Russians whom we take to be so coolly farsighted— 
where the slow seepage of economic resources will cause a breakdown; where 
‘trouble ”’ will break out; where the limits of current output of raw materials 
will suddenly be overpassed, and a critical shortage develop, with an equally 
critical price-rise, and with differential economic effects upon half-a-hundred 
nations. No one knows, beforehand, at what point political, psychological or 
other human strains will cause one nation’s people—or only a part of one 
nation’s people—to snap at the hands that feed it. So the very vaguenesses of a 
cold war, its ‘nibbling ’’ and wearing nature, demand far more flexibility 
from the economic structures of the nations engaged in it. Hot war is massive, 
with huge forces cumbrously moved about. Cold war is subtler, more 
‘marginal ’’, a matter of diverting this here to that over there, and always 
requiring from those who are engaged in running it an instant readiness to 
switch resources, vary models on the production line, or re-draft the order of 
(cold) battle. The emblem of cold warfare is, in fact, adaptability—the ability 
to fit something devised for one purpose to fulfil another. That, as opposed 
to massive programmes and planning, is a different emblem from that of hot 
warfare. Flexibility and adaptability are valuable exceptions in hot war. In 
cold, they are perpetual and basic necessities. So they make the policy instru- 
ments of a cold war—the physical or fiscal or monetary controls—utterly 
different in operation from those of a hot one. 

Thirdly, cold war demands a condition of ever-readiness for hot warfare. 
Hence it requires—at all events after the phase of initial expansion in arms 
outlay—an actual acceleration of the normal peace-time process of building 
up capital equipment and industrial potential. Hot war runs these things 
down. Cold war should build them up so rapidly that a potential enemy 
cannot keep pace. The Americans—from the Pentagon building to the trade 
union Locals in Illinois or California—have all realized that. “Perhaps they 
do so because, quite apart from their domestic political wrangling, they are a 
capital-conscious, profits-conscious, machinery-and-gadget-conscious people. 
Oddly enough, the Russian people—not the Kremlin—seem also to be solidly 
conscious of their national need of industrial power, mechanization, and expan- 
sion of potential. But in Britain and Western Europe this implies greater and 
more careful ‘‘ programming ”’; for we are older, and nearer to the condition 
of the ‘“‘static’’ economy. The jolts and jerks imparted to our economic 
systems by the flexible ‘‘ switchings ” of cold warfare are greater; and we are 
not expanding our industrial potential, relative to our man-power and other 
resources, as rapidly as either the Americans or the Russians. Yet rearmament 
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programmes already in work, and the NATO and other commitments already 
signed, imply for Britain and West European countries that they must, cost 
what it may in domestic consumption-levels, maintain and expand their 
productive capital e quipment—which, everywhere, is still 85 per cent. or more 
in the hands of private enterprise. In short, a hot war, once it has broken out, 
may be won by raiding the private capital resources or the maintenance-funds of 
existing private capital equipment; but a cold war can be lost before it becomes 
hot by not building up private productive capital equipment fast and far enough 
to enable the national economy to withstand the strain. That way, while the 
war is yet cold, the economy buckles under the stress of trying to carry the 
multiple burdens of rearmament; of maintenance of domestic consumption; of 
exports to pay for additional supplies, to offset increasingly unfavourable 
terms of trade, and to send capital equipment to expand the output of supplies 
from under-developed countries overseas. That way—at the queue’s end— 
the capital needs of public and private enterprises fail to be met. The industrial 
backbone breaks either in cold war or in hot. 


+ 


The implication of these three initial differences between a hot and a cold 
war economy for Britain is as economically simple as it is politically unpala- 
table. The nation cannot contract-out of the accelerated export drive; or out 
of the rearmament programme; or out of the need to supply equipment to 
expand the output of resources in the sterling area; or out of the domestic 
need to maintain, and even expand, both the fixed and working capital of 
productive industries (whether public, like coalmines and railways, or private). 
Indeed, it may not even be able to contract-out of a narrowly variable amount 
of repay ment of sterling debt. There remain only two sectors of our economy 
in which “ cuts” can be made, to free resources for this expanded programme 
of “investment ”’ in cold war. They are both in the domestic field: (a) the 
capital or current requirements of State-provided “‘ welfare ’’—the portion of 
‘public ’” consumption that is added to the private consumption of some 
people (by subtracting it from others) at a capital cost in buildings, equipment, 
etc.; and (b) the capital or current requiréments of private and personal con- 
sumption, paid for out of private pockets, such as standards of housing, 
domestic equipment and furnishings, clothing, feeding, travel, motoring, etc. 
If productive efficiency is not expanded rapidly enough—and there is 
reason to believe that it cannot be so expanded—the nation, willy-nilly, will 
cut somewhere, whether the cutting is brought about deliberately by new fiscal 
measures and phy sical controls, or involuntarily by inflation and sheer break- 
downs in the system (e.g. only the first half of queues will be served). The 
national defensibility and e ndurability can best be secured by cuts in the domes- 
tic welfare sectors, public or private or both. To the extent that productive 
efficiency can be expanded, the need for cuts will be reduced and their effect 
re painful. If the world-wide inflation does not continue, and British infla- 
tion is stabilized (and even countered), the nation would be able to “ get by” 
with fewer, or less onerous and less drastic, controls. If world inflation does 
continue, while British inflation is curbed, Britain might actually draw benefits 
on balance—via the earnings of her own exports and those of the sterling area. 
But whatever the course of world-wide inflation, if Britain does nothing to 
counter her domestic inflation by honest orthodoxy, she will need to apply 
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the existing controls more rigorously and to devise new ones—a bleak prospect. 
For the inescapable fact stares us in the face now: the best ‘‘ control ”’ of all 
is to stop the inflation, and the worst is to let it rip. Between those (admittedly 
painful) extremes lies the field of specific and physical controls—a field with 
extending and contracting fencing for boundaries. So long as any inflation 
goes on, it cannot be contained by trying to contract the fencing. As fast as 
that is done in one corner, some of the flocks or herds at the other end of the 
field leap over the fencing to get away. 

So much for the broad picture. Britain has to re-direct an appreciable 
segment of her already strained resources away from some home trade (whether 
on the capital or current consumption side of domestic welfare) towards re- 
armament, exports, and the productive equipment of public and private 
industries. On any political assumption it is clear that, in practice, there will 
not be any such large swing towards orthodoxy in fiscal and monetary policy 
as to avoid the use of physical controls. The job will have to be done by fiscal, 
monetary and physical measures acting in concert. To discuss the optimum 
combination is outside the scope of this article, which proceeds from the safe 
se that, at best, many of the existing physical controls will be 

garded as indispensable and, at worst, that new ones will be added to them. 
On this assumption, there is pressing need for study of the nature of physical 
controls as such: their requirements in the shape of the human controllers 
themselves; the systems these controllers have to administer; and their methods 
of doing so. And to gauge the problem of controls for a successful cold war 
there is no better measuring-rod than the experience of the controllers them- 
selves during the hot one—provided that we bear in mind, all the time, the 
essential differences between hot war's requirements and those of the cold. 


% 


Most of the important or effective controls over the hot-war economy 
were devised by eminent economists, and were applied by themselves or by 
others equally eminent. It is therefore fortunate for our present purposes 
that these economists—with two or three tragic exceptions—are still with 
us, though no longer as custodians of the controlle d economy, to-day. And 
it is doubly fortunate that the National Institute of Economic and Social 
Research has just issued its volume of studies entitled Lessons of the 
british War Economy,* a collection of essays by many of these economists, 
ably edited by Mr. D. N. Chester. Though it has taken four or five 
years to assemble and publish these essays—in the vain hope that some 
other ex-controllers, now in academic life again, might contribute their experi- 
ence—the book comes out more aptly than its editor or contributors could 
have imagined. In it we have Mr. Chester’s study of ‘‘ The central machinery 
for economic policy ’”’ during the war; Professor Austin Robinson’s of ‘‘ The 
overall allocation of resources ’’; and those of Mr. G. D. A. MacDougall on the 
Prime Minister’s statistical section in the war, of Mr. J. R. N. Stone on the use 
of national income estimates, of Professor E. Devons on the problems of co- 
ordinating aircraft production, of Professor G. C. Allen on the policy of con- 
centration of production, of Professor Nash on the controls of food and agricul- 
tural prices, of Mr. W. B. Reddaway on the rationing system, and of others on 
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the controls over building, timber supply, Anglo-American supplies and outputs, 
departmental priorities, and local agricultural programmes. The book is a 
mine of detailed information, a repository of valuable individual experience, 
and a store of economic and administrative wisdom. I shall here try only to 
draw some lessons from it for our present predicament. 

That great public servant, Sir Richard Hopkins, says in his introduction 
to the book that the need of economists and statisticians was felt at the outset 
of war; that it grew beyond the bounds of supply; and that peace-time 
experience had not helped us, since “ the ordered use of those professions in 
the conduct of government business had not proceeded far in previous periods 
of peace’’. It has, since war ended, proceeded—or been maintained—far 
enough to remedy the lack mentioned by Sir Richard. (Some might say 

Too far, too far! ’’ and, like the snail, give “‘a look askance ’’!) But have 
we not here, as compared with, say, the United States, a real problem to face ? 
Politics apart, are we going about things the right way to secure the kind of 
men that our war economy demanded, and was lucky enough to get ? 
Economics faculties are over-burdened; their staffs may soon need to be 
pillaged again ; yet the starting salary offered to a first-class-honours graduate 
is less than that offered to a bus conductor, farm labourer, or factory floor- 
sweeper. 

The competition from now on for the best kinds of economist-administrator- 
controller is bound to come first from industry itself (public or private); then 
from the universities and educational institutions (where the teaching of these 
subjects is ~~ faster than that of anything else, save engineering and 
technology); and only lastly from government. Inflation, here too, has taken 
its toll. It. may be regrettable, but is nonetheless a fact, that the right kind 
of first-class economist or statistician does not go, as a matter of choice, into 
central Government service. If the country gets only the “‘ seconds ”’ and 
‘ thirds ’’, who couldn’t or wouldn’t ‘“‘ make the grade ”’ in industry or teaching, 
what sort of controls and controllers does it expect ? This, it is as well to 
re-emphasize, is a problem apart from party politics. The non-political 
winning of the war laid it bare. We face it again now, but against a worse 
background, for we cannot raid the colleges and industry for the right kind 
of controllers, as we did then. Sir Richard’s solution is to let academic 
economists go to Whitehall temporarily. Will that work ? Should it ? 

Secondly, both Mr. Chester and Professor Devons emphasize the unwieldi- 
ness, the massive immobility and unadaptability, of controls that reach right 
down to little details; their monolithic rigidity; and the inability of even the 
best controllers to keep in touch with one another, to plan, to make the 
machinery more flexible, or even to secure essential information from one 
another about current progress. They had to realize: 

. that all problems of planning are problems in the choice between alternatives, 
that a decision to produce more of one product was at the same time a decision to 
produce less of something else . . . that by its very nature perfect planning and co- 
ordination was impossible. ... Those who were best at planning and co-ordination 


in M.A.P. were those who felt that complete overall planning and co-ordination by 
one directorate was quite impossible. (Devons, p. 121.) 


In M.A. P. —perhaps the key Ministry in 1940 to 1943—they could not “ pro- 
gramme” the production of aircraft components, let alone components of 
components, for even three months ahead; and could not control the main 
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production programme in consequence. If this was the crucial lesson that 
needed to be learnt in hot war, that attempts at detailed control are futile 
and may be dangerous, it applies with greatly intensified force in a cold one. 

On the consumers’ side, it proved vastly difficult to gauge and administer 
individual requirements of any bulk commodity; e.g. petrol. So “a rather 
low standard of equity in order to make a rationing scheme work ”’ (Reddaway, 
p. 187) had to be accepted by controllers and consumers alike. What is the 
prospect before us this winter for that other bulk fue al? Would tighter 
controls and rations of coal for both industry and consumers work? (At 
present they are not guaranteed “ rations ”’ of coal, but merely receive “ alloca- 
tions ’’.) What happened, even, with the ill-fated bread rationing scheme ? 
Again, Mr. Reddaway reminds us that clothing rationing could not have been 
started, except for the lucky accident that margarine coupons in people’s books 
had not been used; that almost all shopkeepers’ livelihoods are a function of 
their turnover (the British taxpayer had to find the extra this year to keep 
butchers’ turnover up); and that, even now, the maximum retail price for a 
utility vest is lower if the retailer buys direct from the maker than if he buys 
from a wholesaler, because of the “‘ mark-ups ”’ at the extra stage. The more 
detailed the controls, the worse they get. There is, indeed, as he reminds us, 
much to be said for ‘ points schemes that enable different consumers to 
express preferences, or to receive near-substitutes when the supply of some- 
thing goes wrong. Whether for industry or consumers, absolute and detailed 
controls, or rations, or allocation schemes can work only when “ the authority ’ 
controls supply, stocks, and transport. We have come a long way from that 
comprehensive kind of war-time control already. To start returning to it for 
this cold war would land “ the authority ’—whoever is in political control— 
in a rapidly widening circle of problems. 

Thirdly, as Mr. y. R. N. Stone shows in his admirable analysis, the para- 
mount war-time need was to make “ controls ” workable, by making the master- 
control work; namely, by imposing an adequate fiscal and financial control 
over inflation, which stopped the expanded incomes of war-time from draining- 
off resources into the home market for consumers’ goods and services. Physical 
controls could not have worked unless monetary inflation had been kept within 
bounds; and the bounds that could safely be tolerated then (when the moral 
and psychological factors, as well as physical conditions of life in the black-out 
and crowded transport and sudden air attack, tended to bolster the controls) 
were very much wider than they are now. Mr. Stone also reminds us that the 
food subsidies were not designed or applied as welfare exerc ises , but asa method 
of stabilizing both prices and i incomes. The concomitant ‘ “ post-w ar credits ”’ 
rounded-out that operation: 





. fiscal policy came to be directed not merely to the internal problems of financing 
government expenditure, but to the broader question of maintaining price and 
income stability throughout the economy. (Stone, p. 87.) 


In the first two post-war years, Dr. Dalton, despite his protestations to the 
contrary, wholly ignored this Keynesian objective, and although Sir Stafford 
Cripps’s budget of 1948 brought it back into view, policy since then has never 
really been aimed at it. As for the subsidies, the means has been woefully 
confounded with the end. Whatever the demerits of the so-called “‘ Cost of 
Living Index’ (now the Interim Index of Retail Prices), this stabilization 
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policy did not succeed, even in war-time. It has been the biggest avowed 
failure of all the governmental economic planning and programming since hot 
war ended: 


. in terms of its fundamental objective, the stabilization policy [i.e. through sub- 
sidies] was a failure. It did not stabilize wage rates; still less did it stabilize earnings 
though] it is not certain that any other policy would in the circumstances have 


been more effective in stabilizing wages. ... There is an inescapable paradox in 
any attempt to use an index number of prices to regulate wages at a time when real 
standards of consumption have to be reduced. (Nash, pp. 231, 236-37.) 


A time when real standards of consumption have to be reduced! That time, 
as I tried to show above, is now; though, happily, the need for reduction in 
this cold war is much less than it was in the hot. 

The collective war-time experience of these outstanding economist- 
controllers might best be summarized in Professor Austin Robinson’s words 
(on p. 57): 


The golden rule of all planning is that it must be done in terms of the scarcest of the 


resources. ... It was necessary to work simultaneously in terms of all the scarce 
resources, to give each its paramountcy in the field in which it particularly applied, 
and to see that . . . the decisions made under one head were reasonably consistent 


with the decisions made under other heads. 


Professor Robinson’s words are perhaps a deliberate double entendre: that 
decisions made under both one heading and one head, had to be reasonably 
consistent with those made by, and under, other heads! There is the central 
problem of extending controls: the problem almost every essay in the book 
mentions—the problem of keeping the controllers’ heads consistent with one 
another. Quis custodet ipsos custodes ? Or, in current jargon, you can’t expect 
even the best economists to bail you out of a lack of economic policy! In the 
hot war, we had that overall economic policy—sufficiently. In the cold, we 
haven't had it, yet. So even the best controllers to-day could not work the 
best controls without it. 
* 

Thus, the lesson of analysing our present cold-war problems a priori, and 
the lesson of our economist-administrators’ experience a posteriori in the hot 
war, point to the same conclusion. It is to the good that this conclusion is 
apart from party politics, as it was in the hot war. It is that physical controls, 
even with the best controllers (whom we have not yet got), cannot effectively 
help us to “carry” all the demands upon our scarce resources in this cold 
war—unless a comprehensive fiscal and monetary policy both buttresses the 
controls that we do employ, and minimizes the range over which any physical 
control is necessary at all. Moreover, though the degree of sacrifice needed 
is less in cold war than in hot, the degree of resistance to any given inflationary 
pressure must be greater—because the moral and intangible forces no longer 
do part of the Chancellor's job for him. Are these conclusions platitudinous, 
or axiomatic ? If so, like all platitudes and axioms, they are justified—and, 
thanks to this new study, can now be seen to be justified—both by theory 
and by practice. How long must we wait for a cold-war Government that 
recognizes and acts upon them ? 
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The New Payments Crisis 


HE deterioration revealed last month in the international fortunes of the 
TL seening area surpassed even the most pessimistic expectations. It was 

disclosed in the speech delivered by the Chancellor of the Exchequer at 
the Mansion House Dinner to the Bankers and Merchants of the City of London 
and in the United Kingdom Balance of Payments White Paper for the first 
half of 1951 (Cmd. 8379). Mr. Gaitskell, using the occasion to release the 
gold and dollar henien for the third quarter of the year, announced that the 
net gold and dollar deficit of the sterling area in that period amounted to $638 
millions, compared with surpluses of $360 millions and $34 millions in the first 
and second quarters respectively. The scale of the deficit has shocked informed 
observers on both sides of the Atlantic—as well it might. It exceeds by over 
$100 millions the earlier unofficial forecast emanating from Washington during 
Mr. Gaitskell’s recent visit. More important, as will be seen from our usual 
table on page 327, it exceeds the deficit recorded in the second quarter of 1949, 
when the American economy was in the throes of recession and when the pre- 
devaluation speculative drive against sterling was mounting rapidly. This 
latest deficit is, in fact, exceeded only by the thumping deficits of 1947, when, 
despite serious inflation, a fuel crisis, and a premature return to sterling con- 
vertibility, Dr. Dalton at the Treasury still had a song in his heart. 

The scale of the deficit is not its only disquieting feature. A glance at 
the table reveals that the deterioration in the accounts during the third 
quarter compared with that from the first to the second quarter has been 
strikingly large. Thanks, however, to the receipt of $40 millions of Marshall 
Aid funds remaining in the pipe-line that was severed at the end of 1950, the 
impact on the central gold and dollar reserves was slightly cushioned; they 
fell by a net $598 millions during the quarter, to $3,269 millions. Thus, 
these reserves now stand slightly below the level reached at the end of 1950, 
when the sterling area was benefiting handsomely from the world stockpiling 
boom and from receipts under the European Recovery Programme; but they 
are still over twice their level at the time of devaluation. A technical conse- 
quence of this sharp reversal in the movement of the reserves is the accumula- 
tion of sterling in the Exchange Equalization Account, and {200 millions has 
been returned to the Exchequer. (This reverses an eighteen-month-old trend 
—namely, the acquisition by the authorities of gold and dollars against heavy 
sales of sterling, which necessitated a continuous replenishment of the Account’s 
sterling resources by the issue to it of “ tap’ Treasury bills.) 


“ABNORMAL” DOLLAR FACTORS ANALYSED 


In his Mansion House speech, Mr. Gaitskell sought to categorize the adverse 
influences that were playing upon the central reserve during the quarter. 
Under the heading of temporary and seasonal forces, he referred to the fact 
that the late summer and autumn is traditionally a period of heavy dollar 
outgoings for cotton and tobacco and of low dollar earnings from the sales of 
sterling area wool and cocoa; to the fact that the sterling area, not merely the 
United Kingdom, has made heavy seasonal purchases in European countries, 
which partly explains the large deficits that have been incurred with the 
European Payments Union; and to the fact that substantial sterling balances 
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held on American and Canadian account in London have been run down 
sharply. It is likely that these sterling balances which were built up mainly 
from speculative motives, from around £32 millions when the Korean war 
began to around £70 millions at mid-June last, have since reverted to their 


former level. 


TABLE I 
BALANCE OF 


(£ millions) 


U.K. GENERAL PAYMENTS 











1950 Jan.- 
1948 1949 |—— June, 
Jan.- July- | 1951* 
June Dec. Year 
A.—Current Account 
DEBITS 
1. Imports (f.o.b.): 
(a) Food and feeding-stutts 826 | 909 519 455 | 974 608 
(b) Tobacco 30 49 17 41 558 19 
(c) Raw materials 606 | 690 | 431 529 960 745 
(zd) Petroleum ; ns 127 I 78 71 149 90 
(e) Machinery and vehicles 50 | 55 28 26 54 46 
(f) Other imports 145 149 92 05 187 135 
(g) Total imports 1,790 | 1,973 1,165 1,217 2,382 1,643 
2. Shipping ~ “3 és 174 190 96 103 199 25 
3. Interest, profits and dividends 102 104 58 50 114 65 
4. Travel ie ie ii ea 66 73 32 49 | 8I 39 
5. Migrants’ funds, legacies, gifts (net).. 44 20 5 : | 6 5 
6. Government transactions (net) 87 142 70 oO 140 71 
7. Total debits 2,263 | 2,508 | 1,426 | 1,496 | 2,922 | 1,948 
; oe te fa ara ; i . is 
CREDITS | 
8. Exports and re-exports (f.o.b.) 1,584 | 1,822 | 1,040 1,183 | 2,22 1,305 
g. Shipping .. oe 14 aa 250 273 | 149 165 | 314 195 
10. Interest, profits and dividends 179 | 189 | 104 | 133 | 237 135 
11. Travel 33 4 28 30 58 31 
12. Other (net) 188 201 147 164 | 311 160 
13. Total credits 2,234 2,529 1,408 1,675 3,143 1,826 
14. BALANCE OF CURRENT TRANSACTIONS | | 
(credit, ; debit, ) oe - 29 21 42 179 | +221 — 122 
Of which: (a) Visible trade 206 I5 I25 - 34 | -159 ~ 338 
(6) Invisible 177 172 167 213 380 216 
B.—Investment and Financing j 
Account 
I. Grants, etc. (to U.K., — ) md — 138 154 —III 28 — 139 30 
Il. Inter-area transfers, etc. (net) - -- - 
III. Overseas investment, borrowing, etc. | 
(investment by U.K., i II - 368 25 sg i+ 2 109 
IV. Sterling liabilities, etc. (increase, L174 Igo I34 | SY 218 — 404 
V. Gold and dollar reserves (increase, 54 3 262 | +314 | 576 203 
VI. TOTAL OF INVESTMENT AND FINANCING 29 | 21 42 -179 221 -122 
Of which: Net change in capital } | 
account (III-V above, invest- 
ment, + ; disinvestment, — ) +- 109 175 153 207 | +360 - 92 


* Provisional. 
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The Chancellor next introduced a category of “ abnormal factors 7 
although he was careful to say that these “ will continue for a time ”’. First, 
there has been the need to buy dollar oil to replace the supplies lost through 
the Persian dispute. On this occasion the Chancellor did not repeat his earlier 
guess that the gross annual dollar outlay involved would be of the order of 
$350 millions—indeed, the Treasury experts seem now to have revised the 
figure to $300 millions—but clearly a formidable economic burden has been 
imposed by the failure of Britain’s diplomacy. This oil expenditure, Mr. 
Gaitskell warned, is “‘ bound to continue at present, though whatever happens 
in Persia it will certainly be reduced and stop altogether in the course of the 
next few years as new refining capacity is built in the sterling area’. The 
second major abnormal factor has been heavy spending on imports, particularly 
on dollar imports, by the United Kingdom and the rest of the sterling area in 
recent months. These imports include “ some element of stockbuilding, both 
for the strategic stockpiling programme and for higher commercial stocks ”’—- 
stocks that were severely run down in 1950. Heavy imports from Western 


“eé 


TABLE II 
U.K. REGIONAL BALANCE OF PAYMENTS: BALANCE OF 
CURRENT TRANSACTIONS 
(£ millions) 

















| | | | Non- 
| Dollar | Other | OF.EC. | Other | Rest of | Territorial 
| Area | Western Countries | Non-Sterling | Sterling Organisa- | Total 
} | Hemisphere | Countries Area | tions 
- . a a = ai — ew fe -|——— = 
| | | | 
| = j 2 22> | 
1948 -- | -— 262 = go | 05 1 = SF + 232 =~ § — 29 
1949 ae | — 300 | + O04 ro eal. | + 273 ~ = + 2f 
1950 | —I07 24 | 122 | -— 3r + 218 - 5 +221 
: 1 j | } 
| } 
1950: | } 

P me | = &f ‘i j c = ¥% 8 - 4 
Jan.-June | 56 10 53 24 3 | 4 + 42 
July-Dec. | - 51 34 | + 69 ae | 135 -I | +179 

| 
1951: | | 

Jan.-June | -— 1709 | 14 | — 26 | — 43 } + 46 | -4 —I22 

- , | } 
' 








Europe, for instance, have absorbed the surplus earned by the sterling area 
in the first year of the European Payments Union, and $106 millions in gold 
was in consequence repaid to E.P.U. in the third quarter. 

Finally, the Chancellor referred to what he called the “‘ underlying factors ”’ 
—first, the great increase in import expenditure by all sterling area countries, 
largely because of higher prices, but also because of increased volume of pur- 
chasing, and, secondly, the failure of the sterling area’s export receipts, both 
from the United Kingdom's exports of manufactures and from the overseas 
sterling area’s exports of raw materials, to increase to anything like the same 
extent. He pointed out that the prices of dollar commodities have not in 
general fallen greatly during the last six months, whereas the prices of wool, 
tubber and tin, the leading sterling area commodities, have fallen substantially. 
As for the relative importance of these underlying influences compared with 
the rest, Mr. Gaitskell suggested that if they had been at work on their own, 
without the operation of temporary, seasonal, and abnormal forces, the third 
quarter deficit would have been rather less than half the actual $638 millions. 
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While Mr. Gaitskell’s analytical exposition was long, useful and fortissimo 
(an evident tribute to the backroom boys), his discussion of remedies was 
brief, piano, and of little account. He found consolation—too much consola- 
tion—in the belief that the central gold and dollar reserves, though admittedly 
inadequate for Britain’s responsibilities, were nevertheless high enough to 
allow a valuable margin of time in which to recast policy. It is easy to agree 
with Mr. Gaitskell that the situation demands individual and combined action 
by all members of the sterling area. But it appears that the only policy 
measures that have been set in train are arrangements, first, for a meeting of 
Commonwealth officials in the second half of this month to prepare the way 
for a projected meeting of Commonwealth Finance Ministers around the turn 
of the year, and second, for a review of the entire import programme of the 
United Kingdom. Incidentally, the Chancellor confirmed the assertion made 
in THE BANKER last month that during his recent Washington talks no question 
was raised of any special financial assistance to Britain, and that, if Britain is 
to receive any aid, it will have to be as an outcome of the burden-sharing 
exercise now being thrashed out in N.A.T.O. 


BRITAIN’S PLUNGE INTO DEFICIT 

Beyond a remark that “ there is a close connection between our balance 
of payments and our internal economic situation ’’—a point that was strongly 
re-emphasized by the Governor of the Bank of England in a later speech—the 
Chancellor said little at the Mansion House about the United Kingdom’s own 
balance of payments. Undoubtedly this omission was intentional, because the 
customary half-yearly Balance of Payments White Paper was published on 
the following day. This document, which fully lives up to the technical merits 
of its recent predecessors, tells a tale of almost unrelieved gloom. The table 
reproduced as Table I shows that, for the first time since the second 
half of 1949, Britain in the first half of the current year incurred an aggregate 
payments deficit—one of £122 millions, against a surplus of £179 millions in 
the second half of 1950 and a surplus of {221 millions for the year as a whole. 
This deficit was a resultant of a deficit of £338 millions on visible trade and a 
surplus of {216 millions (slightly more than in the previous half-year) on 
invisibles. The alarming size of the visible deficit is a conse quence of a sharp 
increase in the import bill (largely on account of rising prices, but partly 
because of increased volume) coupled with the failure of export receipts to 
expand commensurately. This worsening in the terms of trade has proved 
more violent than was expected by the Government. The Economic Survey 
for 1951 predicted that the value of imports would rise this year by some 35 
per cent. and exports by some 26 per cent., thereby permitting the main- 
tenance of an approximate balance, excluding stockpiling, in the balance of 
payments as a whole. Actually the import bill has incre ased in the first half 
of 1951 by over 40 per cent. and e xports by 24 per cent. 

As regards the capital account, Britain in the first half of 1951 invested 
abroad {109 millions net and built up the London reserve of gold and dollars 
by £203 millions. Together with the £122 millions deficit on current account, 
there fore, £434 millions had to be found. The dwindling flow of Marshall Aid 
provided {30 millions and the rest was covered by running up sterling liabilities 
by £404 millions. 

The sub-division ‘‘ Overseas Investment, Borrowing, etc.,”’ of the capital 
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account requires a word of explanation. It is a rather bewildering compound 
of Government overseas lending and borrowing, Government loan repayments, 
sales and redemptions of non-sterling area investments, and, last, a miscellany 
of other capital transactions. The net figure of £109 millions recorded under 
this subdivision in the first half of 1951 was mainly the result of a net outflow 
of capital from the United Kingdom to the overseas sterling area, totalling 
{98 millions and a net outflow to O.E.E.C. countries and other countries of 
£45 millions and £8 millions respectively, against which has to be set a capital 
TasBLF III 

HOLDINGS OF 


(£ millions 


U.K. STERLING LIABILITIES AND NON-DOLLAR CURRENCIES 









































Dec. Dec. Dec. June | Dec. June 
31, 3%, | 3%, 30 31, 30, 
1947 1948 1949 | 1950 1950 1951 
a = i I— ‘ao wee & 
A.—U.K. Sterling Liabilities | 
TO NON-STERLING AREA COUNTRIES | | | 
Dollar Area ae oe i bs 18 | 19 | 31 32 79 73 
Other Western Hemisphere .. 7 235 | 135 | So | 88 | 45 55 
O.E.E.C. countries dis ac 480 370 439 | 391 | 395 422 
Other non-sterling countries .. vo) 573 | 533 | 515 | 486 | 494 520 
D3: P | | 
“ ae <a eine —|- 
Total—non-sterling area countries is | 2906-1 2,057 1,065 997 1,013 1,070 
= | Se HONS Rig era a 
- | | 
To STERLING AREA COUNTRIES | | 
Dependent overseas territories “+ | 510 | 556 | 583 645 754 908 
Other sterling area countries . . <- | £967 ) 2,809 1,769 1,924 1,976 2,190 
| na Peewee 1 ey ee " 
si | . 
Total—sterling area countries .. ~» | 2,207 | 2969 2,352 2,569 2,730 3,098 
| 39: ‘ k 
TOTAL—STERLING LIABILITIES TO ALL | 
COUNTRIES 3,603 | 3,420 | 3,417 | 3,566 | 3,743 | 4,168 
- = ae sit = Se —__—__— 
Non-territorial organisations , a 388 | 308 576 579 576 | 507 
TOTAL 3,991 3,818 3,993 4,145 4,319 | 4,735 
| 
B.—U.K. Official Holdings of Non- | 
Dollar Currencies 
O.E.E.C. countries a oe ia 4 36 38 23 41 | 51 28 
| . . ‘ | 
Other non-sterling countries I - ——- I 
TOTAL ‘ = a sh a 37 | 38 23 41 51 29 
| } 
eases = pe ee ee, Se : Sac | 
| ' 
C.—U.K. Credit Balance in E.P.U. | | 
Units of Account Pye wee — — — | - 80 | 114 
| | | 
i | | 











inflow into the United Kingdom of £37 millions from the dollar area and £5 
millions from the non-dollar Western Hemisphere. 

Another ominous facet of the new payments situation is disclosed in 
Table II. Over the half-year the United Kingdom was in deficit with every 
major trading region except the rest of the sterling area and the non-dollar 
countries of the Western Hemisphere. Moreover, the surplus with the rest 
of the sterling area fell sharply from £83 millions in the first half of last year 
and {135 millious in the second half to £46 millions; and the surplus with 
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the Western Hemisphere non-dollar countries dwindled from £34 millions in 
the second half of 1950 to only £14 millions. Meanwhile, the deficit with the 
dollar area rose from £56 millions and £51 millions in the two halves of 1950 
to {109 millions, while the heavy surpluses with Western Europe have been 
converted into a deficit of £26 millions. 


RECORD GROWTH OF STERLING LIABILITIES 

The White Paper contains interesting new information on the sterling 
balances. As Table III indicates, Britain’s indebtedness to the rest of the 
world (excluding non-territorial organizations such as the International 
Monetary Fund and the International Bank) rose in the first half of 1951 by 
£425 millions to £4,168 millions—easily the largest movement in any half- 

TABLE IV 

NET GOLD AND DOLLAR PAYMENTS 
($ millions 


1951 
1949 1950 Jan.-June 
U.K. Deficit ) or Surplus 1,057 + 177 —- 208 
Rest of Sterling Area rar ia ; - 140 t 704 + 532 
Whole Sterling Area with Non-dollar Countries . - 334 —- 76 1 90 
Net Gold and Dollar surplus (+) or deficit (- 1.531 + 805 + 414 
TABLE V 
STERLING AREA—O.E.E.C. PAYMENTS 
£ millions) 
1950 1951 
July-Dec. Jan.-June 
United Kingdom ar ‘ . ‘ : + 98 —- 4! 
Rest of Sterling Area os , - . — 82 + II5 
Sterling Transfers to O.E.E.C. from Non-sterling Countries - 10 - 27 
U.K. Net Surplus with E.P.U a $e = ee -++ 170 + 47 
TABLE VI 
U.K. PAYMENTS WITH REST OF STERLING AREA 
(£ millions) 
195! 
1949 1950 Jan.-June 
Visible Trade i p ins 151 + 38 - 84 
Invisible Trade ; , P te 122 t+ 180 + 130 


Total - ~ ia 273 218 + 46 

year since the war. For the first time, Britain’s aggregate sterling liabilities 
have passed {£4,000 millions. Of this immense total, £3,098 millions—an 
increase of £368 millions—belong to sterling area countries. The alarming 
vrowth of these sterling balances is an inevitable consequence of the deteriora- 
tion in the United Kingdom's balance of payments with the other ceuntries 
of the sterling area at a time when these countries have been earning a for- 
midable surplus on dollar account. This trend—or rather the principal shifts 
in the intricate pattern of multilateral trade and payments that underlie it— 
is illustrated in Tables IV, V and VI above, summarized from the White Paper. 

It can be seen from Table IV that in the first six months of 1951 the United 
Kingdom reverted once again from surplus to deficit on its dollar payments, 
while the rest of the sterling area earned proportionately an even bigger dollar 
surplus than in 1950. From Table V it will be seen that although the overseas 
sterling area substantially increased its surplus with the O.E.E.C. group in 
the first six months of this year compared with the latter half of 1950, a violent 


ti 


cu 
Wi 
or 
at 
so 


ot 
co 
an 
tr: 
Te: 
ca 
ho 
Di 


of 


of 
of 
fir 
ste 
th 
CO) 


tre 


in J 





THE NEW PA YMENTS ‘CRISIS 289 








swing of no less than £139 millions in the United Kingdom’s balance of pay- 
ments with Western Europe, coupled with an increase of £17 millions in the 
sterling accruing to O.E.E.C. countries from “ third ’’ countries through the 
operation of the transferable account machinery, has reduced the United 
Kingdom’s net surplus in E.P.U. from {£170 millions to £47 millions with a 
simultaneous increase in the United Kingdom's sterling liabilities to the 
Commonwealth. Finally, Table VI discloses not merely an astonishing fall 
in Britain’s payments surplus with the rest of the sterling area, but the 
existence of a deficit on visible trade. 

From the welter of statistics one harsh, inescapable conclusion emerges: 
the sterling area is already in the grip of another major payments crisis. The 
bogy of the dollar gap, which was temporarily exorcized by heavy American 
buying of sterling raw materials after Korea, has re-appeared as the chief 
external worry of the sterling family, while new and potentially dangerous 
strains are being imposed from within the family by the unprecedented peace- 
time accumulation of Commonwealth-owned sterling balances in London* and 
by the size of Britain’s own aggregate deficit. The situation is made even 
more urgent by three facts—first, that Marshall Aid is no longer available to 
cushion the shock of dollar deficits: second, that even assuming that the 
waiver clause of the American Loan Agreement is invoked, the first instalment 
on the capital portion of the Loan, amounting to $65 millions, has to be paid 
at the turn of the year; and third, that the British defence programme will 
soon make ever-increasing demands upon the export industries. 

To argue that the overseas members of the sterling area are under no 
obligation to tighten their belts this time because they continue to be net 
contributors to the dollar pool would be to betray ignorance of the nature 
and principles of the sterling club and of the traditional pattern of triangular 
trade and payments between the United Kingdom, the United States, and the 
rest of the sterling area. It is axiomatic that membership of the sterling club 
carries obligations as well as privileges. Recognition of this still justifies the 
hope that, at their forthcoming conference, the Finance Ministers of the 
Dominions will acknowledge the need to tighten up their dollar import licensing 
arrangements and to take steps to expand dollar exports. 

Nevertheless, it remains true that the primary responsibility for the stability 
of the sterling club must rest upon the shoulders of its banker, the United 
Kingdom. This point was stressed both by the Chancellor and by the Governor 
of the Bank of England at the Mansion House Dinner. As the latest Balance 
of Payments White Paper showed, the banker was failing in his duty over the 
first half of this year. He was growing incre asingly indebted not merely to 
sterling countries but to many others as well. There is no reason to think 
that this unsatisfactory and somewhat degrading state of affairs has not 
continued in the third quarter of this year—indeed, as last month’s issue of 
THE BANKER pointed out, calculations based on the evidence of the monthly 
trade returns suggest that the position has deteriorated further and that 
Britain may show an aggregate deficit of between £300 millions and {£400 
millions for the whole year. Plainly, the situation demands strong action— 
but none of the election manifestos offered any convincing evidence that 
policies of the requisite strength and courage will be forthcoming. 











* The far- reaching implications of the piling-up of Commonwealth-owned sterling balances 
in London was discussed in an article in THE BANKER last May. 
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the Western Hemisphere non-dollar countries dwindled from £34 millions in 
the second half of 1950 to only £14 millions. Meanwhile, the deficit with the 
dollar area rose from £56 millions and £51 millions in the two halves of 1950 
to {109 millions, while the heavy surpluses with Western Europe have been 
converted into a deficit of £26 millions. 


RECORD GROWTH OF STERLING LIABILITIES 

The White Paper contains interesting new information on the sterling 
balances. As Table III indicates, Britain’s indebtedness to the rest of the 
world (excluding non-territorial organizations such as the International 
Monetary Fund and the International Bank) rose in the first half of 1951 by 
£425 millions to £4,168 millions—easily the largest movement in any half- 

TABLE IV 

NET GOLD AND DOLLAR PAYMENTS 
($ millions) 


1951 
1949 1950 Jan.-June 
U.K. Deficit or Surplus 1,057 177 — 208 
Rest of Sterling Area is ; - I40 ~ 704 + 532 
Whole Sterling Area with Non-dollar Countries . 334 - 76 + 90 
Net Gold and Dollar surplus (+) or deficit 1.531 + S05 + 414 
TABLE V 
STERLING AREA—O.E.E.C. PAYMENTS 
£ millions) 
1950 195! 
July-Dec. Jan.-June 
United Kingdom ia ‘ ‘ ‘i ata + 698 - 4! 
Rest of Sterling Area P . si ‘ ae 82 + II5 
Sterling Transfers to O.E.E.C. from Non-sterling Countries -- 10 - 27 
U.K. Net Surplus with E.P.U os ¥ 7 ma 170 + 47 
TABLE VI 
U.K. PAYMENTS WITH REST OF STERLING AREA 
£ millions) 
I95I 
1949 1950 Jan.-June 
Visible Trade i ts afi 151 + 38 - 8&4 
Invisible Trade ia ; ; 122 + 180 + 130 
Total 7 ba ' 273 218 t+ 46 


year since the war. For the first time, Britain’s aggregate sterling liabilities 
have passed {4,000 millions. Of this immense total, £3,098 millions—an 
increase of £368 millions—belong to sterling area countries. The alarming 
erowth of these sterling balances is an inevitable consequence of the deteriora- 
tion in the United Kingdom’s balance of payments with the other countries 
of the sterling area at a time when these countries have been earning a for- 
midable surplus on dollar account. This trend—or rather the principal shifts 
in the intricate pattern of multilateral trade and payments that underlie it— 
is illustrated in Tables IV, V and VI above, summarized from the White Paper. 

It can be seen from Table IV that in the first six months of 1951 the United 
Kingdom reverted once again from surplus to deficit on its dollar payments, 
while the rest of the sterling area earned proportionately an even bigger dollar 
surplus than in 1950. From Table V it will be seen that although the overseas 
sterling area substantially increased its surplus with the O.E.E.C. group in 
the first six months of this year compared with the latter half of 1950, a violent 
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swing of no less than £139 millions in the United Kingdom’s balance of pay- 
ments with Western Europe, coupled with an increase of £17 millions in the 
sterling accruing to O.E.E.C. countries from “‘ third’ countries through the 
operation of the transferable account machinery, has reduced the United 
Kingdom’s net surplus in E.P.U. from £170 millions to £47 millions with a 
simultaneous increase in the United Kingdom’s sterling liabilities to the 
Commonwealth. Finally, Table VI discloses not merely an astonishing fall 
in Britain’s payments surplus with the rest of the sterling area, but the 
existence of a deficit on visible trade. 

From the welter of statistics one harsh, inescapable conclusion emerges: 
the sterling area is already in the grip of another major payments crisis. The 
bogy of the dollar gap, which was temporarily exorcized by heavy American 
buying of sterling raw materials after Korea, has re-appeared as the chief 
external worry of the sterling family, while new and potentially dangerous 
strains are being imposed from within the family by the unprecedented peace- 
time accumulation of Commonwealth-owned sterling balances in London* and 
by the size of Britain’s own aggregate deficit. The situation is made even 
more urgent by three facts—first, that Marshall Aid is no longer available to 
cushion the shock of dollar deficits; second, that even assuming that the 
waiver clause of the American Loan Agreement is invoked, the first instalment 
on the capital portion of the Loan, amounting to $65 millions, has to be paid 
at the turn of the year; and third, that the British defence programme will 
soon make ever-increasing demands upon the export industries. 

To argue that the overseas members of the sterling area are under no 
obligation to tighten their belts this time because they continue to be net 
contributors to the dollar pool would be to betray ignorance of the nature 
and principles of the sterling club and of the traditional pattern of triangular 
trade and payments between the United Kingdom, the United States, and the 
rest of the sterling area. It is axiomatic that membership of the sterling club 
carries obligations as well as privileges. Recognition of this still justifies the 
hope that, at their forthcoming conference, the Finance Ministers of the 
Dominions will acknowledge the need to tighten up their dollar import licensing 
arrangements and to take steps to expand dollar exports. 

Nevertheless, it remains true that the primary responsibility for the stability 
of the sterling club must rest upon the shoulders of its banker, the Unite d 
Kingdom. This point was stressed both by the Chancellor and by the Governor 
of the Bank of England at the Mansion House Dinner. As the latest Balance 
of Payments White Paper showed, the banker was failing in his duty over the 
first half of this year. He was growing increasingly indebted not merely to 
sterling countries but to many others as well. There is no reason to think 
that this unsatisfactory and somewhat degrading state of affairs has not 
continued in the third quarter of this year—indeed, as last month’s issue of 
THE BANKER pointed out, calculations based on the evidence of the monthly 
trade returns suggest that the position has deteriorated further and that 
Britain may show an aggregate deficit of between £300 millions and £400 
millions for the whole year. Plainly, the situation demands strong action— 
but none of the anaes manifestos offered any convincing evidence that 
policies of the requisite strength and courage will be forthcoming. 





* The far-reaching implications of the piling-up of Commonwealth-owned sterling balances 
in London was discussed in an article in THE BANKER last May. 
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Gold Free-for-All 


HE highly controversial and important subject of international transac- 
[tions i in gold at premium prices did not after all appear on the agenda of 

the Annual Meeting of Governors of the International Monetary Fund; 
but it was taken up and resolved at a meeting of Executive Directors of that 
institution held soon after the Governors had left Washington. The Executive 
Directors had before them the detailed report on premium gold sales drawn 
up by the staff of the I.M.F. with the help of technical experts from some 
of the principal member countries. This staff report, which has not been 
published and is never likely to see the full light of day, contained a detailed 
description of the various ways in which the basic principles upheld by the 
Fund in the matter of gold dealings has been circumvented; and it then offered 
a number of recommendations. 

These basic principles rest on the contention that the International Monetary 
Fund was established by its member countries to serve the cause of exchange 
stability and that for this purpose it was desirable, first, that international 
dealings in gold should be conducted at prices that corresponded to the currency 
parities notified to the Fund, and, secondly, that the available resources of 
newly-mined gold should not be dispersed in private hoards but concentrated 
in the hands of monetary authorities where they can be used in the cause of 
underpinning currencies and maintaining international payments. In June, 
1947, the Fund broadcast a letter to member countries in which it expressed 
its concern about international transactions in gold at premium prices, on 
the ground that they directly or indirectly involved exchange dealings at 
depreciated rates and thus cast aspersions on official exchange rates. The 
member countries were asked to take steps to prevent such transactions. 
Their lack of response to this request became so pointed that last March the 
Executive Board of the Fund emphasized that the then existing arrangements 
and practices of several countries, notably South Africa, were no longer a 
satisfactory basis for implementing the Fund’s gold policy. It was after this 
pronouncement that the gold inquiry was set afoot. 

The facts reported by this inquiry cannot have disclosed much that was 
not already well known. The first breach in the Fund's gold policy occurred 
when a number of countries gave permission for tolerated free markets in 
gold to operate within their nz tional borders. Since gold is a commodity that 
can be smuggled fairly easily, it was not long before these domestic markets, 
in which gold was dealt in at premium prices, became linked by unofficial 
but nevertheless substantial operations. These involved international transac- 
tions and therefore ran directly counter to the Fund’s rules. The second and 
much wider breach was made when gold-producing countries were given the 
privilege of selling gold at premium prices, provided it was exported in the 
form of manufactured articles or against affidavits issued by the authorities 
in the importing countries, purporting to show that the gold in question was 
needed for genuine industrial purposes. Whether exported in manufactured 
form or against affidavits, most of this gold was ultimately destined for 
hoarding and other monetary purposes. The devious ways by which this gold 
reached its ultimate destinations were analysed in the Fund’s staff re port. 

Despite the attitude of the Fund, it was quite evident that the producing 
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countries, led by South Africa, would be unwilling to abandon any of the 
advantages secured by these facilities for premium sales. In South Africa, 
where premium gold sales came to represent no less than 40 per cent. of the 
total output, a number of the low-grade high-cost producers have come to 
depend wholly on premium gold sales for their profitable working; and this 
is also true of some producers elsewhere. So long as South Africa was not 
prepared to retreat, other gold producing countries, needless to say, were 
unwilling to accept any position giving them less than equality in these matters. 
At the last meeting of the International Monetary Fund, they pressed their 
representatives to demand that any departure from the strict rules of the 
Fund in international gold operations should be made strictly non-discrimina- 
tory in its ope ration. 

The staff report’s proposals to reme dy the situation were mainly directed 
towards the importing countries; it was hoped that they might be induced, 
first, to curtail the facilities provided for remelting industrial gold into forms 
in which it could be used in the free market, and secondly, to tighten up the 
extremely loose procedure for the issue of affidavits testifying that gold 
imported would be used for industrial purposes. It soon became apparent, 
however, that many of the importing countries would be as unwilling to restrict 
these facilities for traffic in free gold as the producing countries were to forgo 
the right to benefit from such free market operations. In the circumstances, 
the staff report could do nothing but adopt a non-possumus attitude; it left 
to the Executive Directors the task of evolving positive suggestions from the 
mass of factual material provided in the report. 

This, then, was the situation that confronted the Executive Directors 
when they came to consider the whole problem of premium gold sales. Their 
consideration of this question had been considerably affected by arguments 
used by South Africa, which succeeded in creating doubts about the legal 
right of the International Monetary Fund to establish any kind of control 
over international transactions in gold provided they were made on private 
account. South Africa, needless to say, has also led the fight for a higher 
parity price for gold and has been well supported in this by Australia. But 
that campaign, so far, has foundered on the stern refusal of the United States 
to contemplate any such move—on the grounds of its inflationary implications, 
and of its resulting diversion to gold mining of scarce resources urgently needed 
for other purposes, including rearmament. The South Africans, defeated on 
this issue, then endeavoured to demolish the whole case for control by the 
International Monetary Fund of private gold operations. 

Since the South Africans were prepared to carry their fight to the point of 
resignation from the I.M.F. and were, moreover, supported by most countries 
having substantial gold-producing interests, this battle was bound to be won 
by them. In such matters the Fund does no more than represent the collective 
views and authority of its members. If a sufficient number of its members 
were sufficiently determined to break the Fund's rules on this issue, either the 
Fund had to accept virtual dissolution or its rules had to be amended. In the 
circumstances, discretion has perhaps proved the better part of valour. The 
Fund, in effect, has abandoned all attempt to control international private 
transactions in gold. In a statement made on September 28 it reiterated the 
basic principle that gold should be held in official reserves rather than go into 
private hoards; but it thereupon admitted that the circumstances in gold 
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producing and gold consuming countries show “ that their positions vary so 
widely as to make it impracticable to expect all members to take uniform 
measures to achieve the objectives of the premium gold statement of 1947. 
Accordingly, while the Fund reaffirms its belief in the economic principles 
involved and urges the members to support them, the Fund leaves to its 
members the practical operating decisions involved in their implementation ” 

In other words, the operations of gold-producing countries in the free 
market will now be a free-for-all; this freedom will be moderated only by the 
interpretation that each of these member countries places on the duties deriving 
from its membership of the Fund, and by such restraint as will necessarily be 
induced by the thought that if too much gold is offered on the premium market, 
the pre mium itself is likely to run off. Indeed, this last point has been driven 
home by the sharp fall that has occurred already in the free market price of 
gold; from a level of around $40} on the eve of the new gold pronouncement 
by the I.M.F., the price has fallen to about $39 per ounce. This movement 
shows, too, that for South Africa the victory may be a pyrrhic one—at least 
in the short run. The Union’s efforts have given to all gold-producing countries 
the right to sell in premium markets in which South Africa previously enjoyed 
something of a monopoly. 

These arrangements, however, raise issues of far more fundamental 
character than the profitability of gold mining enterprises. Official acknow- 
ledgement has now been given to a many- -decker system of gold prices. If 
there is one prophecy that can be made with a fair degree of confidence, it is 
that very little gold will in fact be sold on the lowest deck, that is, at the 
official price of $35 per ounce. How much of it is in fact sold at this price 
and what margin separates the upper from the lower decks, will depend upon 
a variety of factors whose strength it is difficult to predict. One of these 
factors is the hoarding demand for gold. This will be determined largely by 
political instability and distrust in currencies. On both counts it would be 
reasonable to assume that there will be substantial and persistent stimulation 
of the demand for gold. The size of the premium must also depend on the 
amount of gold that in fact reaches the free market. It is not only newly- 
mined gold that is involved. The experience of 1950 has shown that, despite 
the most rigid controls, there are ways and means by which monetary reserves 
of gold can be tapped so as to feed the premium market. When the premium 
is high enough, as it was at periods of last year, nimble and ingenious operators 
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can usually find ways and means of abusing the facilities by which central banks 
and governments make gold available to one another at official prices—and 
may by such means contrive to resell some of that gold at the handsome profit 
offered in the premium market. 

So far as the United Kingdom is concerned, the new arrangements may 
result in considerable ame ndment of the long-term contracts under which 
producing countries in the sterling area sell their gold to the British Treasury. 
If the producers make their premium sales in exchange for U.S. dollars, as is 
normally done, the reserves of the sterling area need not suffer; indeed, they 
would benefit if the principle of pooling continues to be strictly adhered to. 
A somewhat delicate situation may arise, however, if the United States dollars 
secured by premium sales of gold are converted by the Exchange Equalization 
Account into gold in New York on the basis of the official price of $35 an 
ounce. Already, the United States authorities have shown some diffidence 
in extending this facility for gold conversion to dollars earned by South Africa, 
since they well know that 40 per cent. of the South African gold is sold on the 
premium market. This diffidence might harden into something much more 
decisive and unpleasant if the practice were to extend, and if the British 
Exchange Account became one of the recognized channels through which the 
movement between monetary 1eserves and free markets were handled. 

The first country to take effective action after the new gold ruling of the 
I.M.F. was Canada. The Canadian Finance Minister has announced that 

Canadian gold producers will be given the right to sell in the premium market 
provided they sell against U.S. dollars, in the form of gold of 22 carats or less 
and, most important of all, if they give up their existing rights to subsidies 
granted under the Emergency Gold Mining Assistance Act. So far as can at 
present be calculated, most Canadian gold mines would gain by switching 
from the subsidy to the gold premium market, but in doing so they will be 
taking an optimistic view of the resistance that the premium may offer to the 
increased sales that will undoubtedly be thrust on the free market. 

Other gold-producing countries rapidly followed Canada’s lead. In Southern 
Rhodesia and West Africa, where the advice of London still counts for a great 
deal, the local authorities have decided to allow premium sales of gold subject 
to a limit of 40 per cent. of the current output, the figure established by the 
precedent of recent South African practice. Sales from the gold mines in Fiji, 
which are subject to Australian control, are also to be limited to this figure. 
In all these cases it has been decided that premium sales must be made in the 
form of processed or semi-processed gold, or against affidavits showing that 
the metal is needed for industrial purposes. Moreover, the condition has been 
laid down that all such premium sales must be made against payment in 
United States dollars. It will thus be seen that a definite pattern for gold 
premium sales conditions is now emerging: (1) limitation to 40 per cent. of 
current production, (2) the pretence that the gold so exported will be used 
for industrial purposes is to be maintained, (3) payments must be made in 
US. dollars. 

The position as it emerges from the new ruling of the International Monetary 
Fund is thoroughly unsatisfactory, and is clearly untenable for any length of 
time. Now that a virtual blessing has been given by the I.M.F. to operations 
in the premium market, it is difficult to believe that the co-existence of at 
least two different prices for gold can endure for long. If the margin that 
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separates them is large enough, the free market will not only attract the bulk 
of the newly-mined gold, but will somehow or other begin to drain existing 
monetary reserves. In any case, it will deprive monetary reserves of a ye arly 
increment that should accrue to them if they are to perform their task effective ly. 

The country most directly and adversely affected by these developments 
is the United States. It has in its own hands the means of reme dying the 
position. It could break the free market by substantial sales, which only the 
U.S. Treasury with its massive reserves could put into motion. Alternatively, 
it could recognize the admitted fact that gold is appreciably undervalued at 
its official price and could signify that recognition by doing what gold producers 
have long asked it to do—write-up the dollar value of gold. 

There is little indication that either of these alternatives will in fact be 
adopted in the near future. There is so much hot money invested in dollars 
whose holders would deem it a never-to-be-missed opportunity if they could 
buy gold at $35 an ounce, that an attempt to break the free market by un- 
restricted sales at this price would prove inordinately costly in terms of US. 
monetary reserves—despite their vast extent. On the other hand, to write-up 
the value of gold would be to fly in the face of the most determined expressions 
of policy made by successive Secretaries to the U.S. Treasury, and by none 
more vehemently than by Mr. John Snyder. The United States has no wish 
at present to add to the inflationary forces at work in its economy. Nor does 
it wish to go out of its way to assist and expand an industry in which it has 
no particular vested industry and one that it rightly regards as a competitor 
in the struggle for scarce resources. 

As for the industry itself and the Governments that represent it, they 
should not altogether ignore the fact that the game of flying in the face of 
American wishes is tinged with some danger. It should never be forgotten 
that the bottom would fall out of the gold market if the United States ever 
withdrew the undertaking to buy gold in any quantity at its official price. 
There is no immediate risk of any such final dismissal of gold from the scene 
of international monetary arrangements. The gold habit is too age-old a 
growth to be uprooted overnight in this manner. But habits in the use of 
gold can change,‘just as they have done’in the spheres of domestic money. 
In any case, the producing countries would be well advised to use their new 
freedom with restraint. If they make an uncontrolled grab for the premium, 
it may vanish into thin air and escape from their clutches. 
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The New Clearing House 
By a Special Correspondent 





the Bankers’ Clearing House returned last month to its traditional site 
and to what, it is hoped, will be its permanent home. Recent weeks have 
seen the completion of the first major stage of the new building started before 
the war ; and although post-war building restrictions have so far prevented 
construction of the intended 5th, 6th and 7th floors, the building has become 
the home not only for the Clearing House but of the other principal admini- 
strative organizations of English banking—now housed for the first time 
under a single roof, and a worthy one.* Some parts of the work of the Clearing 
will still, however, have to be done in temporary premises 
The Bankers’ Clearing House, like many other British institutions, came 
into existence more by accident than by design. Indeed, it was inaugurated 
rather to suit the convenience of the bank clerk than deliberately to increase 
the efficiency of banking. By the middle decades of the 18th century, the circu- 
lation of cheques drawn on the many London private bankers had become 
considerable; and the task of the walks clerks, who had to visit all the banks 
to obtain payment for cheques, was correspondingly increased. 
A few early attempts at labour-saving resulted from the meetings of clerks 
at different coffee houses. Then, about 1770, the idea occurred to some unknown 


Ai TER thirteen years of exile, in temporary or emergency accommodation, 





*The above 1 is a photograph of the ‘model o of the original plan, and thus shows the clearing house as 
it should appear when the whole project is completed. 
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The new library of the Institute of Bankers 


clerk that, not only could much walking be avoided, but business could more 
agreeably be mixed with pleasure, and be more quickly concluded, if the various 
banks’ cheques could all be exchanged at a central meeting place ; and what 
better than at a place of refreshment ? The house chosen was the “ Five Bells ”’ 
in Dove Court, Lombard Street, near the church of St. Mary Woolnoth. At 
first, the exchange appears to have taken place outside, but soon a move was 
made indoors, first to the public room, and then to a private room specially 
hired. This central clearing, begun without the sanction of the bankers con- 
cerned, thus received their tole ration—the partners preferred the special room 
because of the risk of loss if the ever-increasing sums were cleared in public. 
Until 1854, it should be recalled, settlement was made in cash. The earliest 

; surviving financial record of the House is of a payment of 19s. 6d. in 1773 fora 
quarter's rent of this very room. . 

Soon afterwards, the Clearing House mov ed to its first independent home, a 
room in Mrs. Irving’s house next door to the “ Five Bells.’’ Here it remained 
until 1805 in an atmosphere of pleasant informality. This year of Trafalgar was 
a notable one in the history of the clearing house. Mrs. Irving was pensioned 
off, and a ground floor room was taken in premises belonging to Smith, Payne 
and Smith’s, adjoining their Lombard Street office. While the first rules of the 

. House probably date from that time, there is also some evidence of the coming 
: into existence of a Committee of Bankers, the forerunner of the present Com- 
mittee of London Clearing Bankers, which occupies part of the present build- 
ing. The rules did not meet with the approval of the clerks, who had for so 
many years arranged matters to suit their own convenience, and it is recorded 
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that a minor mutiny on their part was quelled only by the intervention at 
midnight of the chairman of the Bankers’ Committee. 

The building used until shortly before the outbreak of the second world 
war was built by Sir John Key in 1833 on part of the present site in Post Office 
Court. Dove Court and with it the “ Five Bells’ had disappeared two years 
previously on the construction of King William Street. This obscure and 
cramped position was deliberately chosen because the bankers did not wish 
public attention to be focused on the comings and goings of their clerks, who 
were often carrying large sums of money. The freehold of this building was 
bought in 1834 by 39 private banks, and a tontine was set up whereby the share 
of any bank ceasing to exist should be paid off in equal portions by the re- 
mainder, such payments to be added to the value of their shares. 

Soon, more space was required ; during the alterations of 1854 a temporary 
move was made to the Hall of Commerce in Threadneedle Street, later the 
Head Office of the Consolidated Bank, and now a branch of the Westminster 
Bank. About this time, the adjoining building, 3 Abchurch Lane, was 
bought. At first, the upper floors were let out as offices, but they were claimed 
for the Clearing House in 1892. Not so the cellars beneath ; these had been 
let to a wine merchant, who continued to use them until 1915. 

In 1854 the growing power of the joint-stock banks had at last obtained for 
them a grudging admission to the House, but they did not become proprietors 
until 1902. The original tontine of the private banks was, by 1895, reduced to 
four—Barclay, Bevan, Tritton and Co., Brown, Janson and Co., Robarts, 
Lubbock and Co., and Smith, Payne and Smith’s. These survivors then formed 








es, 
e & Co. 


Spacious seating in the Gallery of the Institute Library 

























nore 
rious 
vhat | 
lls ”” 
At 
was 
lally 
con- 
oom 
blic. 
liest 
ora 


e, a 
ned 
was 
ned 
yne 
the 
‘ing 
m- 
ild- 
* SO 
led 





[Bedford Lemere & Co. 














298 ss THE: BANKER 


a private limited company named The Bankers’ Clearing House, Limited. When 
the lease of 84 and 85 King William Street was obtained in 1902, it was found 
that the expense of connecting the buildings would be heavy, and the shares 
were disposed of on favourable terms to the clearing bankers in equal propor- 
tions. It was at this time that adding machines were first introduced. In 1915, 
two floors were added to the Abchurch Lane premises to provide more suitable 
housing for the Committee of London Clearing Bankers. 

Shortly before the outbreak of the recent war, it was realized that an 
entirely new building would be needed, and the opportunity was taken of 
including space in the plans for the various other banking bodies that now 
occupy the new House. For the three years estimated for the work, the Clearing 
was to be transferred to accommodation in Stafford House, King William 
Street. It had not been there long when the war-time transfer to Trentham had 
to be carried out ; all work on the new building was perforce suspended. After 
the war the Clearing House returned to Stafford House, and only in mid- 
October last could it take possession of the accommodation so long planned for 
it. The last clearing in the “ temporary ’ premises took place on Saturday, 
October 13, and the work of the next clearing was smoothly accomplished in 
the new home on Monday, October 15—an arduous and anxious week-end for 
the officials concerned, but a rewarding one in terms of achievement. 

Other moves were also taking place to this, the first, administrative head- 
quarters of English banking. Under one roof are gathered the Clearing House, 
the Institute of Bankers, the British Bankers’ Association, the Committee of 
London Clearing Bankers, and the Foreign Exchange Committee. The 
remainder of the present accommodation is occupied by the Bank Clerks’ 
Orphanage, and certain administrative offices of Lloyds Bank, Ltd. In the 
original plan the Post Office and the Lombard Street office of Messrs. Coutts 
and Co. were also to be represented, but this is not possible at the present stage. 

The change of premises has been particularly advantageous for the Institute 
of Bankers, which remarks in its Journal for October that it is for the first time 
housed in a building worthy of it. The most notable part of the Institute’s 
new quarters is the spacious and lofty library, designed by Mr. Austen Hall, 
F.R.I.B.A. A gallery covers half the width of the room. By each window are 
panels in relief, the work of Mr. Denis Dunlop, F.R.B.S., portraying and sym- 
bolizing the history of money and banking in England from the earliest times 
from barter to the cheque currency of to-day, that credit circulation the size 
of which is the ratson d’étre of the present building. 

This is not the place to discuss in detail the changes in rules and procedure 
that have occurred during the long history of the C learing House. The interested 
reader will find these down to 1920—and a wealth of other information, too— 
set out in The Bankers’ Clearing House by P. W. Matthews, a former Chief 
Inspector. Since that time, other innovations have been made, changes have 
taken place in the clearing arrangements and the membership of the House 
has altered. But one thing has not changed—the propensity for growth in the 
work of the Clearing itself. The volume of articles passing through the clearing 
house system amounted in 1950 to some 320 millions. 

We shall never know to what position in his bank the unknown founder of 
the Clearing rose, if indeed he rose at all ; however small his interest in banking, 
his general choice of site, near to the church of St. Mary Woolnoth, is one that 
the succeeding 180 years have failed to better. 
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Can Scottish Finances be Segregated ? 
By A. D. Campbell 


(Political Economy Department, Glasgow University) 


N event of peculiar interest for all observers of the Scottish economic 
A scene will be the publication, in the near future, of the report of the 

Catto Committee on Scottish Financial and Trade Statistics, which has 
been studying the problems of assessing Scotland’s share in the finances of the 
United Kingdom as a whole and of Scotland’s balance of payments. The 
appointment of this Committee in June, 1950, was, it is true, dictated very 
largely by considerations of Scottish politics. It was the Secretary of State’s 
limited response to the demands from certain quarters for a Royal Commission 
to consider the possibility of giving Scotland a considerable degree of self- 
government, with a separate Parliament, within the framework of the United 
Kingdom. But although the Committee had this political origin, and is really 
undertaking the task of illuminating certain aspects of the economic part of 
the case put forward by the advocates of self-government, its findings will be 
of major interest to economists and statisticians and to all students of financial 
and economic policy in its application to Scotland. 

Of the eight members of this Committee, three—including the chairman, 
Lord Catto—were drawn from the banks. The other members were an indus- 
trialist, a retired civil servant, a local government official, a trade unionist and 
a professional economist. The Committee’s most important tasks were to 
consider the practicability of making returns of: 





(a) “‘ the revenue from and Government expenditure in [Scotland] and 
the balances of revenue available for general expenditure from 
Scotland and the rest of the United Kingdom respectively ”’; 
(b) ‘‘ Scotland’s ... balance of payments with other countries, including 
the rest of the United Kingdom.” 
The Committee’s report is expected to be completed before the end of 1951. 


From the economic point of view, the value of an official investigation of 
this sort needs no emphasis. Scotland is very deficient in the statistical data 
that are important in economic discussion and planning. Records of unemploy- 
ment and population exist, but there are no official figures of income, savings, 
consumption, investment, wages, government revenue and expenditure and 
the balance of payments. The Committee’s terms of reference restrict it to 
government revenue and expenditure and the balance of payments, but, in 
considering these variables, it must inevitably give thought to the other 
absentees. In time, the twins of government finances and the balance of 
payments may have to make room for a larger family. It should be empha- 
sized, however, that this first enquiry was not asked to provide actual figures 
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of the phenomena with which it is concerned; but merely to consider the 
practicability of making the relevant returns. This limitation of scope, as well 
as their disappointment about the side-stepping of the proposal for a Royal 
Commission, led some of the advocates of self-government to describe the 
Catto Committee as ‘merely an inquiry into whether there should be an 
inquiry 

This preliminary task, however, was certainly sufficiently formidable to 
justify a separate enquiry with limited terms of reference. Some of the diffi- 
culties of definition, interpretation and material, in the fields of government 
revenue and expenditure and of the balance of payments, are worth examina- 
tion in advance of the publication of the Committee’s report. Three questions 
especially merit attention. What sort of returns is the Committee likely to 
find practicable ?. How reliable might these returns be expected to be ?. What 
will the results mean? If, for example, government revenue from Scotland 
exceeds government expenditure in Scotland, would that mean that Scotland 
was being unfairly treated ? If the balance lies the other way, would that 
imply that England was subsidizing Scotland unjustifiably ? Again, if the 
balance of payments statistics showed that Scotland was borrowing heavily 
from other countries, should that borrowing be stopped ? 

There are three possible bases, which the Committee may consider, for 
the framing of returns of government revenue and expe nditure. On the first 
basis, which appears to avoid some difficult political problems, central govern- 
ment expenditure would be divided into “ imperial ’’ expenditure, “ other ”’ 
expenditure in Scotland, and “ other’ expenditure in the rest of the United 
Kingdom. Scotland’s contribution to imperial expenditure is then examined. 
A second approach is that in which revenue provided by and attributed to 
Scotland is compared with central government disbursements in Scotland. 
This approach involves the adoption of political assumptions, e.g., about 
Scotland’s share of government income from property, which reduce its value, 
since the assumptions adopted are unlikely to be matters of general agreement. 
The third method avoids all political difficulties by attempting to record actual 
flows of income in and out of Scotland; this would be the most useful approach 
for purely economic purposes. 

No matter which of the three approz ches is chosen, substantial problems 
of material will be encountered. It would be impossible, without adding greatly 
to the statistical work of the departments concerned, to obtain accurate 
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returns of Scotland’s contributions to revenue in three major categories— 
Income Tax, Profits Tax, and the majority of Customs and Excise Duties. 
The importance of these revenue categories is indicated by estimates framed 
by the present writer for the year 1946-47; these put Scotland’s total revenue 
at £295 millions, to which total the three c categories were estimated to have 
contributed £235 millions. The Committee will have to be content with 
estimates for these categories of revenue, as distinct from accurate returns—un- 
less it is prepared to recommenda great deal of additional work. On the expendi- 
ture side, too, the Committee will have to accept estimates, instead of accurate 
returns, for expenditure in Scotland on national debt interest and on food 
subsidies. My own estimates put the expenditure in these groups at about 
£79 millions, out of a total government expenditure in Scotland of £323 
millions, in 1946-47. Even with the assistance of the relevant government 
departments, accurate returns of such expenditure in Scotland cannot be 
obtained easily and cheaply. On the whole question of revenue and expendi- 
ture, if the government departments involved successfully resist invitations to 
add to their statistical burdens, the returns could not be completely reliable. 
But although the returns that the Committee deems practicable may yield no 
more than estimates, it should be possible, without any very extensive 
additional expenditure of time and effort, to obtain estimates that are not in 
error by as much as 5 per cent. Estimates of this sort would be reliable enough 
to be of value. 

The several methods of framing returns may now be examined in greater 
detail. The first method starts by isolating from central government expen- 
diture the “ imperial’ expenditure, consisting of items from which the United 
Kingdom as a whole benefits and which cannot, except by adopting arbitrary 
political assumptions, be apportioned between Scotland and the rest of the 
United Kingdom (e.g. defence expenditure). For each item of “ other’ 
expenditure, estimates are then made of sums disbursed in Scotland; these 
sums are presumed to benefit Scotland alone and “ other’ expenditure under- 
taken in England is presumed to benefit England alone. “‘ Other ’’ expenditure 
in Scotland is compared with government revenue from Scotland. General 
revenues, like general expenditures, are left out of account; Scotland’s contri- 
bution is not regarded, in this case, as including a proportion of central govern- 
ment revenue from (e.g.) sales of surplus war stores, government property 
income, nor is it credited with financing a proportion of any budget deficit. 
Any surplus of revenue over expenditure. thus computed, is Scotland’s contri- 
bution to the finance of the imperial expenditure of the United Kingdom. 

For 1946-47 the same series of estimates put that contribution at £168 
(+ 21) millions, towards imperial expenditure amounting to £3,040 millions. 
Some {1,121 millions of central government revenue was in the form of general 
revenue, or revenue that could not be identified as coming from any particular 
part of the United Kingdom. It followed that Scotland provided 8.8 (+ 1) 
per cent. of United Kingdom imperial expenditure net of general revenue. 
Percentages of this kind, however, are of little interest to economists and 
economic policy-makers. Neither can they be of much interest to politicians. 
We may note that a ratio of 8.8 (+ 1) per cent. is less than Scotland’s share 
of United Kingdom population (10.5 per cent.) and may be either less or 
slightly more than her share of United Kingdom national income (9.0 per 
cent.); but such comparisons, even if they could be more precise, still would 
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not show whether Scotland is being treated generously or ungenerously. What 
is the standard of fairness ? Is 8.8 per cent. too much or too little ? Another 
weakness of this method of presentation is that it evades the task of making 
estimates, or obtaining official figures, of the Government’s expenditure on 
defence, on the national debt, etc., in Scotland. These are useful figures and 
it would be disappointing if the Committee’s recommendations meant that they 
were not prepared. Again, objection might be taken to the (political ?) 
assumption that the moneys raised for the finance of budget deficits, and by 
sales of surplus war stores, etc., can be set against imperial expenditure in the 
manner described above. Scotland’s contribution to imperial expenditure in 
1946-47 would differ from 8.8 per cent. if the category of general revenue 
were eliminated and Scotland’s revenue were accordingly increased by an 
appropriate share of the {1,121 millions. This first approach only seems to 
avoid the political problem of deciding Scotland’s share of general revenue. 

The second method faces this difficulty by adding to actual revenue drawn 
from Scotland a share of general revenue corresponding to Scotland’s propor- 
tion of United Kingdom population; this, it must be emphasized, is a contro- 
versial political assumption. Scottish revenue, actual and attributed, is then 
compared with government expenditure in Scotland, but in this case the 
expenditure has to include such part of any United Kingdom budget surplus 
as is estimated to be spent in Scotland. (Budget surpluses are assumed to be 
used for the reduction of government debt.) On the basis of these definitions 
and assumptions, I estimated that, in the years 1927-39, Scottish revenue 
differed from government expenditure in Scotland by fairly small sums. There 
was no persistent excess or deficiency of revenue in relation to government 
expenditure. The average annual difference was about £7 millions, which was 
2 per cent. of the average Scottish national income of the period. In a 47, 
however, it was estimated that revenue exceeded expenditure by {89 ( + 37) 
millions—the {89 millions being equivalent to about 11 per cent. of the 1946 
Scottish national income. In 1947-48, too, there was a sizable excess of 
revenue. 

Before the significance of findings of this nature is discussed, certain other 
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flows of income, to and from Scotland, for which the central government is 
ultimately responsible, ought to be considered, e.g. government capital expen- 
diture in Scotland, payments to dependants of Scottish members of the Forces 
stationed away from Scotland, certain operations of the extra-budgetary funds, 
and government borrowing on Scotland’s behalf not otherwise taken into 
account. In 1946-47, allowances for these items reduced the estimated outflow 
of income from Scotland, as measured by the excess of revenue over expendi- 
ture, from £89 (+ 37) millions to £79 (+ 38) millions. 

This large residual outflow of income has to be explained. Part of it may 
be written off against the net overseas expenditure of the United Kingdom 
Government, which was estimated to be £330 millions in 1946-47. Scotland 
ought to finance part of this expenditure. If Scotland may be assumed to 
finance a share equal to her share of United Kingdom population in 1946— 
another arbitrary political assumption—the unexplained outflow is reduced 
to £44 (+ 38) millions. Apart from one or two minor factors, the only other 
reasons justifying this outflow seem to be connected with administration, the 
distribution of industry, and defence. If it is administratively necessary to 
have some degree of centralization of government, there are grounds for some 
outflow of funds. If it is economically desirable, and perhaps strategically 
desirable as well, to concentrate certain types of storage, research and produc- 
tion in the South, there are further grounds for an outflow of income. Defence 
reasons, covering the requirements of efficient administration as well as those 
of strategy, may bring about large concentrations of the Forces, and their 
material, in England (i.e. part of the £44 (+ 38) millions was paid to Scottish 
members of the Forces stationed in England). If these reasons are insufficient 
to justify an outflow of £44 (+ 38) millions, then Scotland was treated unfairly 
in 1946-47. If they justify a greater outflow of income, Scotland was being 
generously treated. But a conclusion about the equity of Scotland’s treatment 
cannot be based on the results of one or two post-war years. What Scotland 
lost or gained on the roundabouts of 1946-47 may be offset by the gains or 
losses on the swings of other years and, in any case, the inter-war years, with 
their small outflows and inflows of income, must be considered. 

Since the second form of presentation involves political assumptions, if 
the Catto Committee favours some such form it will undoubtedly attract 
criticism from both sides of the Border. Scots may deny that Scotland should 
be responsible for the overseas expenditure of the- United Kingdom Govern- 
ment to the extent assumed. Englishmen may ask why Scotland’s share of 
the receipts from government property and sales of surplus war stores should 
be as high as it is assumed to be. It is possible to avoid political criticism of 
this nature by presenting a purely factual picture that includes only actual, 
and not attributed, flows of income. Revenue from Scotland would then 
exclude sums borrowed for the finance of budget deficits, income from govern- 
ment property, and similar items. No account would then be taken of central 
government expenditure overseas. On this basis it was estimated that there 
was a probable inflow of income into Scotland of £28 (+ 31) millions in 1946-47. 
The very large change, from the politically-based outflow of £89 (+ 37) millions, 
is due to the reduction in the total of Scottish revenue—from £412 millions to 
£295 millions—when no credit is taken for any general revenue. Returns in 
this form would meet most of the demands of economists and economic 
planners, but they would probably fail to satisfy the politician and the man- 
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in-the-street, both of whom want to know whether Scotland is being treated 
well or badly. 

Certain conclusions emerge from this review. Material difficulties, unless 
much additional statistical work is undertaken, will make it impossible to 
produce accurate returns, but estimates can be made, without great difficulty, 
that are sufficiently reliable to be of value. Of the different methods of presen- 
tation discussed, the second and the third seem best. The deficiency of the 
third method is that it leaves unanswered important popular questions about 
equity. Despite the obvious philosophical difficulties, it is worth making some 
attempt to provide, for popular guidance, an analysis similar to that described 
in the second approach. In most of the pre-war years studied, this approach 
mdde it fairly clear that Scotland was, in fact, treated generously. This is 
certainly what is to be expected from the United Kingdom's “‘ Robin Hood ”’ 
fiscal system, given that there is a lower average of income per head of total 
population in Scotland than in the United Kingdom as a whole. 


THE BALANCE OF PAYMENTS PROBLEM 

The Committee is unlikely to make as much headway with the problems 
of the Scottish balance of payments as with those of government revenue and 
expenditure. There are practically no statistics av ailable from which to begin. 
In particular, there is the formidable problem of trade with England. The 
absence of data about trans-border traffic is the greatest of the obstacles to 
the preparation of direct estimates of the Scottish balance of payments; but 
that must be surmounted if direct estimates are to be made. This would be 
a task involving considerable expense and effort even if sample surveys were 
used. The publication of estimates of government revenue and expenditure 
would provide figures for transactions on government account, but there would 
be intricate problems in disentangling the other invisible items. A brief 
examination makes it very clear that there is no simple way of making direct 
estimates of the Scottish balance of payments on current account. The Com- 
mittee’s conclusion will surely be that it is impossible to make direct estimates 
of the Scottish balance without initiating several large and expensive inquiries, 
e.g. into trans-border trade and into interest, profits and dividend payments. 

3ut this does not mean that all attempts at estimation should be abandoned. 
The Committee could recommend the preparation of indirect estimates. Such 
estimates could be obtained, in the following manner, for the years after 1945. 
Scottish savings and the value of investment in Scotland may be estimated 
n the United Kingdom figures published in the National Income White 
Pay pers. It is probably not over-optimistic to guess that the error of apportion- 
ment in the Se — tot: ys is unlikely to be greater than ro per cent. (although, 
we course, many of the basic estimates in the White Paper are themselves 
subject to a wide margin of error). Estimates of the changes in Scotland’s 
external capital account may be obtained by comparing the estimates of savings 
and investment, allowances being made for central government budget sur- 
pluses and deficits. (Shares of budget surpluses, on the basis of the estimated 
ownership of the national debt, are added to Scottish savings. Shares of budget 
deficits, on the basis of Scotland’s share of the population of the United King- 
dom, are, in effect, deducted from Scottish savings.) The estimated changes 
in Scotland’s capital account, neglecting gifts and grants from other countries, 
were certainly unfavourable at £49 (+ 40) millions in 1946 and probably 
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unfavourable at £20 (+ 54) millions in 1948. It follows that the Scottish 
balance of pay ments on current account was certainly in deficit to the extent 
of £49 (+ 40) millions in 1946 and probably in deficit by £20 (+ 54) millions 
in 1948. The corresponding United Kingdom deficits were £344 millions and 
£30 millions. 

It should be possible considerably to improve the reliability of these private 
estimates of Scottish savings and investment without throwing any great 
additional burden upon the responsible government departments. In addition 
to this obvious defect there are other notable difficulties facing the architect 
of indirect estimates. Political assumptions have to be made, e.g. in the 
treatment of a budget deficit. The economic integration of the United King- 
dom raises difficulties in connection with the allocation to Scotland or England 
of investment in ships, in railway rolling stock, in road transport vehicles, etc. 
Despite these statistical, political and conceptual difficulties, it would be of 
value to prepare and publish official estimates of this nature, even if only the 
easier improvements were made to the private estimates given above. In any 
event, if there is to be no great increase in the statistical labours of the civil 
service, it is probable that the Catto Committee will have to choose between 
this indirect method of attack and a declaration of despair that it is imprac- 
ticable to make returns of Scotland’s balance of payments. 





The Shipbuilding Boom —and Beyond 
By David Murray 


HE horoscope of Scottish shipbuilding is not easily cast in figures. If 
"T tonnage and current money values of orders in hand or in prospect 1 were 

the only criteria, the industry would be sitting very comfortably indeed. 
The prospect is filled with good business for years into the future. Taking 
in all the rivers, the Clyde with the lion’s share, the Forth, the Tay and the 
Dee, the yards are now working on about 860,000 tons laid down. They have 
about twice that tonnage on hand to fill up the berths as they are emptied by 
launchings. With output running at something over half a million tons a year, 
that gives assurance for years. 

And orders are still flowing in. Every few days new orders are reported, 
as inquiries take firm shape in booked contracts. New customers—such as 
the Republic Steel Corporation of Cleveland, Ohio, which has bought six ore- 
carrying vessels on the Clyde—are lining up. The marked lull in new ordering 
of about eighteen months ago was amply cushioned by the work on hand and 
has now given place to an unprecedented interest in new shipping. Some builders 
actually claim to be fortified with orders extending almost to the end of the 
present decade. Nor is that claim likely to be out of the way. Last year, the 
Scottish yards launched about 512,000 gross tons of new ships, and completed 
534,000 tons from their fitting out basins. By comparison with these output 
figures, the aggregate of tonnage under construction, on the order books and 
in prospect, implies a number of well-secured years of activity. Some firms, 
depending on their specialist contribution, are much better off than others. 
But, on the whole, the sea is bright—to the horizon and beyond. 
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Yet the heads of the Scottish shipbuilding industry are by no means free 
from anxiety. They have the immediate difficulty of getting enough materials 
and men to keep faith with their customers. Looking well ahead, they are 
exercised with plenty of problems that are not clearly shown in figures—not, 
at least, by any ordinary appraisal of them. 

As far back as 1920, the Scottish shipyards launched 778,000 gross tons of 
shipping, and they did as well in 1913. Even allowing for the fact that ships 
then were less complicated and less efficient as carriers than now, that figure 
shows that the industry now is far from hitting new high production records, 
There were more firms and many more yards in the business then. Some of 
them have left nothing more than vacant spaces on the river banks, with 
hardly even a ghostly memory of what were once busy yards. Time has 
covered the plain signs of former dereliction, and this often misleads casual 
observers from the water and the streets. 

Some of the former building places are now more concerned with breaking 
than making ships, and, at one prominent point on the Clyde they now distil 
whisky where once proud vessels took the water. In short, times and fortune 
have the habit of change in shipbuilding. To lengthen the backward glance 
over an industry that, more than most, is acquainted with its own story, it is 
of more than historical interest to recall that Scottish-built steel ships are 
comparative new-comers among the fleets of the world. The term “ Clyde 
built’, as we know it now, dates only from the introduction of cheap and 
ample mild steel in the ’7os. 

The Thames had a much longer sway as the premier shipbuilding river in 
Britain. It was filled with the noise of shipwrights for centuries after the 
Spanish Armada threatened the coasts of these islands. And the Thames in 
her day was the centre of technical development. It was on the Thames that 
a chunk of Francis Pettit Smith’s archimedean screw broke off on some 
obstacle to become the modern propeller. It was the Thames that first floated 
Isambard Kingdon Brunel’s Great Easteyn—though it was the Severn at 
Bristol that received his Great Britain, the first screw passenger vessel built 
for the Atlantic traffic. Nothing more involved than a change from timber 
to wrought iron and then to mild steel put these two streams at the tail end 
of British shipbuilding rivers. 

A fundamental if obvious feature of all shipyards making ocean-going ships 
is that they are all connected by one element—deep water. They are thus 
sensitive to economic disturbances that often pass over land-bound trades. 
For all the tremendous pent-up pressure of demand, the fat order books, and 
the new-fangled machinery, the Scottish yards are slipping a much smaller 
tonnage of ships into the water thi un they did thirty vears ago. (Here it 
should perhaps be recalled that a ‘‘ gross ton ’’ is a measure of cubic capacity, 
rather than of weight and that the completed tonnage may differ from the 
launched tonnage; figures taken from different sources are therefore often 
slightly at variance.) It is, of course, a matter of common knowledge that in 
a few years of vigorous scrapping in the early thirties the National Shipbuilders 
Security, Ltd., wiped out berths fit to turn out about a million tons a year. 
The Scottish yards suffered with the rest, the amputation being about half 
the capacity. (For all their severity, the wounds are not now very apparent from 
the outside.) But the yard managers claim that improved equipment and 
better methods have given them the means to repair the great rents. Given 
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a free flow of materials and a reasonably unencumbered run of modern produc- 
tion ideas, they say that they could put together twice the present output. 

It needs to be asked, therefore, why they are not turning out ships at that 
rate. The reasons are various. First, and most obv iously, there is the long 
continued and chronic shortage of materials, principally of steel, but at one 
time embracing many raw, semi-finished and finished items. The effect of a 
major scarcity, such as that of steel, is not always quite so patent as one might 
think. Over the long run there is a marked tendency to match the work 
undertaken to the available supplies. That is. how it comes about that a 
Minister of Food can claim that there is no scarcity when he has provided the 
meagre rations. A sudden cut in steel deliveries may affect employment much 
more visibly than a long-borne shortage. 

Within recent months, some of the smaller and outlying Scottish yards 
have paid off men because of the steel shortage. But men given their books 
in these times of “‘full’’ employment have generally little difficulty in lodging 
them elsewhere, and the shipyard workers displaced in the years of depression 
have long since vanished from the immediate scene. There is thus no long 
queue of idle men to give public notice of under-production. And there is the 
root of another problem. The Scottish shipbuilders have to compete for 
skilled men almost as keenly as tor raw materials. One hears of places that 
offer special inducements, sometimes in the form of “ lashings ” of overtime. 

Battened down by conditions, straight hourly and piece rates are not very 
attractive, especially to the youth w ho is prepared to go through a rigo1ous 
apprenticeship and who is plied with fostered memories of bad times. Nor 
has job security, in the general sense, rubbed out in any degree the strict lines 
of trade demarcation that are the bugbear of shipbuilding. A carpenter may 
do this but not that, his cousin in work, the joiner, may do that but not this. 
Plumbers, pipe benders, hole borers, sheet metal workeis, platers, frame 
setters, electricians, French polishers, smiths, riggers, painters, all have their 
sharply defined spheres of activity. That is indeed one of the reasons why the 
production men have not been able to get as much benefit from their new 
ideas and machines as appears possible on paper. 

The position is doubtless aggravated by the detailed insecurity of jobs that 
troubles the trade in the midst of general security. Though orders for a great 

variety of different kinds of vessel have rece ntly been booked, the spread of 
work over the various categories is very uneven. Compared with the flood of 
tankers, which call for a great deal of utilitarian ironwork, there has been no 
such flow of high-class passenger ships to engage the finer finishing trades. 
When they have plenty of varied work on hand, the yard managers are able 
to move the men about fairly efficiently, from one berth or basin to another. 
But nowadays it often comes about that one set of tradesmen are at a premium 
at one spot, while another are ten a penny. An immobile skilled man may 
easily be idle in one place, while there is an urgent need for his services not far 
distant. The dislocations may be very temporary, but they do not make for 
good, steady application. 

Such difficulties are well illustrated by the history of the “ black squad ”’, 
among whom are numbered the men who knock home rivets. Following the 
rapid introduction of welding, riveters fell on lean times. But welding was 
probably pushed a little too far and riveting is coming back into favour. At 
least, it might come back if men to wield the tools were available. Good 
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riveters are not to be picked up so easily. It has proved easier to do away with 
them than to get them back. All such changes involve friction and loss of 
productivity. 

Apart from material, and the men to clap it on, there are plenty of other 
worries in Scottish shipbuilding. For one thing, the yards sell much of their 
output in world markets where notions of price control, either up or down, 
are not current. And vessels sold to domestic owners have to compete in 
open commerce. At one time the aspiring shipowner would specify his ship, 
and the builder would get down his drawings, with sizes and weights of the 
necessary materials. He would then barg gain for prices and deliveries. On that 
secure basis he would quote a firm price and date of delivery. The shipowner, 
long before he got his vessel, was in a sound position to work out the rates for 
his prospective service. The shipbuilder to-day, though he buys to list prices, 
never knows for sure what he is actually going to pay. Nor is he certain of 
delivery to his yard. The result is that the practice of quoting firm prices and 
delivery dates for ships has gone by the board. When incoming orders were 
scarce, there was an attempt to revert to this system under stress of circum- 
stance, but the extreme demand springing fiom world events has stopped 
that tendency. Sooner or later, however, demand for the former practice will 
recur. 

When judging the present fortunes of the industry, the strength of current 
demand appears to weigh more heavily in the balance than the practical 
troubles that spring from lack of materials and men, disputes, and the like. 
Even price is academic tor the time being. But an “ outbreak of peace” 
might transform the shipbuilding scene. In a few years, and on paper, world 
shipbuilding capacity will be about 9 million gross tons a year. Normal annual 
replacements, it the world were living more or less in harmony, might run at 
some three or four million tons a year. Now it is obvious that if that condition 
arises, and plenty of Scottish shipbuilding chiefs fear it will, extremely severe 

competition might develop. Granted the free play of all their stored up 

‘ know-how,” the Scottish shipbuilders might secure a fair share of the much 
diminished market. But even if they managed to keep abreast of competition 
by taking up all the slack in production technique—-so getting more output 
from the same labour force, or the same output from a smaller force—many 
berths would be bare. 

With its acute sense of historical perspective, the industry is even now 
studying several ways of meeting such conditions. Permanent restriction of 
ex-enemy shipbuilding, once seriously entertained in certain quarters, is 
quickly ceasing to be practical politics. Even were it practical, there would still 
be a surplus of capacity. On the other hand, to share out the available orders 
would pile on the overheads, increase costs and weaken competitive power. 
Another dose of scrapping of redundant plant would be against the continuing 
national interest. One notable thing that some of the yards are preparing to 
do is to get a footing in some other business. The firms with big marine 
engineering establishments are particularly well placed for this. Harland and 
Wolff has made a lot of heavy hydraulic plant that is not destined for ships. 
John Brown and Company of Clydebank has gone into power station boiler- 
making, gear for hydro works, and station: iry gas turbines. It is much more 
difficult, however, to evolve ideas for the yards as such; the project for making 
steel houses is not now very appealing. 
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Finally, there looms in the distance the great problem of the essential 
sinews of ship construction. It was Scottish black band ironstone that made 
good and cheap pig iron, and in turn good and cheap and plentiful steel. This 
steel was the bait that brought the modern shipyards. Yarrow’s came up 
from the Thames at the turn of the century. But the black band ironstone has 
long since given out. For years rich imported ore took its place, and the 
steelworks were able to mix in plenty of good scrap with their pig iron. To-day 
the blast furnaces are short of both ore and coal, and the steel furnaces are 
starved of scrap. Steel output has fallen by about 20 per cent. since the 
beginning of the year. These scarcities may be semi- permanent; at least, the 
necessary minerals and metals will be more difficult to buy. No one can feel sure, 
too, that some simple but fundamental change such as the one that eventually 
extinguished the big shipbuilding account of the Thames and the Severn may 
not some day beset the Scottish shipbuilding industry. But the Scottish ship- 
builders are mighty in experience, fortitude and goodwill. While they watch 
and prepare, and admit to anxiety when they look far ahead, they are not 
overwrought with fear. In the meantime, they are battling to get enough 
materials and men to build enough ships to satisfy their customers. The finishe d 
ship lacks nothing in quality, equipment or fittings, but to ensure this the 
builders have to use all their ingenuity and skill—and, even so, cannot avoid 
delays. Most of them are too closely immersed in these problems of the moment 
to dwell for long upon the crucial question of the state of the order book in 
the more distant future. 


Economics of Scarcity in Jute 
By L. C. Wright 


O those unaware of its peculiar difficulties, the Dundee jute industry 
would appear to be in a fortunate position. Thanks to the re-armament 
programme and to the needs of domestic consumers who are still seeking 
to make up for war-time shortages, demand for jute products far exceeds 
supply, and the jute-using industries appear to be little daunted as yet by 
the prevailing high prices. Yet beneath these outward signs of prosperity 
there are several disturbing features. Traditionally, jute products sold them- 
selves because they were always cheap and plentiful. Other things being 
equal, industry always chooses the cheapest material for pe ackaging. To-day 
jute is neither plentiful nor cheap. Some of the industry’s oldest customers 
have had their supplies restricted and high prices have provoked complaints. 
Fortunately for the industry, jute substitutes are also expensive and scarce, 
otherwise there might have been a movement of consumers away from jute. 
This possibility is fully appreciated by Dundee, but price and supply are largely 
beyond British control. They are dominated by events in India and Pakistan. 
Any attempt to appraise the prospects for the Dundee industry must therefore 
start from a scrutiny of the situation there. 
Founded with Scottish capital, the Indian jute mills in Calcutta have always 
specialised in making mass-produced goods of relatively low quality. Thanks 
to plentiful supplies of cheap jute and cheap labour, these goods sold abroad 
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at very low prices; by 1939 India had a virtual monopoly of many markets 
for them. Half the jute cloth used in this country, particularly heavy low- 
quality bags and hessians, then came from India. The Scottish manufacturers, 
lacking protection from this low-cost competition, wisely concentrated on lines 
where good quality or individual specifications were required, and succeeded 
in building up a sound export trade as well as satisfying home needs. 

Britain relied on India not only for jute cloth, but also for supplies of raw 
jute. Dundee has always drawn supplies from West Bengal whilst the Calcutta 
mills preferred a better quality fibre from East Bengal. Upon the setting up 
of the two new Dominions, East Bengal was incorporated in Pakistan. Since 
then, the flow of raw jute to Calcutta has been erratic, seemingly dependent 
on the fluctuating political relations between the two countries. As is well 
known, disputes about prices came to a head when India devalued the rupee 
but Pakistan did not. However, a trade agreement is now operating between 
the two countries, and reasonable supplies of Pakistan jute are reaching India. 
Although these supplies are being supplemented by the West Bengal jute 
that formerly went to Dundee, they are barely enough to allow the Indian 
mills to work a 42-hour week in place of their usual 48 hours. Furthermore, 
12} per cent. of the hessian looms have been sealed off. A serious fall in cloth 
exports has followed. Political and industrial considerations have therefore 
led India to try for self-sufficiency in raw jute. Some progress has been made, 
but the attempt to expand the acreage further will be somewhat handicapped 
by a shortage of good quality seed and the flight of Moslem cultivators. If 
self-sufficiency should ever be achieved, manufacturing costs will inevitably 
rise, since Indian grades of jute are not really suited to existing Calcutta 
methods of production. 

Pakistan has also had to face a supply problem. Though demand for jute 
was world-wide, shipping facilities were inadequate. Nearly all exports, 
other than those to Calcutta, had to pass through the port of Chittagong, 
with its limited capacity. This bottleneck, however, has now been opened 
out by improvements at the port, and a second outlet has been created at 
Chalna, which, although little more than an anchorage, has helped to relieve 
the congestion. Encouraged by their success in finding new customers to 
replace India, Pakistan has grown more jute and further crop increases are 
planned for next year. Given the improvement of port facilities, these addi- 
tional supplies should he Ip to alleviate the world shortage, but in practice the 
iné udequacy of transport, notably by rail, from the jute-growing hinterland 
to Chittagong is likely to be a limiting factor. One other interesting develop- 
ment is the entry of Pakistan into the manufacturing field; five jute mills 
will soon be in full production and two more are projected. 

Such is the background to the present shortages of jute and cloth in Dundee. 
For raw jute it has been no easy matter to establish a major supply link with 
Pakistan, because of the danger that India might choose to interpret any 
arrangement as indicating British support for Pakistan in the political dispute. 

These obstacles, however, have now been overcome, and supplies have 
moved fairly smoothly along the new route—but at enhanced prices. Other 





countries are already showing their discontent at this erratic and expensive 
supply by looking for other sources. Australia is considering the advantages 
of domestic jute-growing. Belgium has produced in her colonies several good 
alternative fibres. Noteworthy is the recent sanction given to the Commodity 
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Credit Corporation of America to spend $35 millions on the experimental 
growing of Kenaf and Ramie. Dundee, in turn, has made use of Fibro and 
other synthetic fibres. In these circumstances, producers of raw jute would 
do well to weigh carefully the implications of the present level of their selling 
prices. 

Even more disturbing for Dundee is the problem of imported jute cloth. 
Price and quantity are both unsatisfactory. It has already been remarked 
that half the cloth used in this country came from India. Last year only one- 
third of the amount normally imported was available. The shortage was 
most apparent in heavy low- -quality sacking and hessians, both essential for 
the export and rearmament drives. Dundee had virtually ceased to make 
these lines, but, faced with this emergency, was required to try to make good 
the deficiency. As a result, yarn has been diverted from the old- established 
linoleum section to produce hessian, and linoleum manufacturers have been 
severely rationed for backing. There is clearly a possibility that, if high 
prices and short supplies continue for long, the linoleum industry may turn 
to some substitute, such as treated paper. Meanwhile, the jute industry, 
almost alone among Britain’s main exporting industries, is required to concen- 
trate on satisfying home demand at the expense of a profitable export market. 
Obviously, there can be no valid grounds for complaint about this, since the 
national interest dictates it. But the industry is naturally uneasy about what 
will happen when (and if) India is once more able to flood the home market 
with goods. As for the price of Indian cloth, this is largely governed by an 
export policy quite inexplicable to the ordinary trader. The original cause of 
the trade dispute with Pakistan was India’s claim that raw jute prices rose 
after the partition to a point at which production for export became unprofit- 
able. It is hard to reconcile this contention with the subsequent imposition 
by India of heavy export duties on jute cloth—for hessian the duty is now 
{112 per ton. Nominally these taxes were supposed to be “ ironing out ’ 
illicit market in cloth; but a suspicion remains that the real object was to 
try to make the most of the present sellers’ market. American buyers are 
already protesting against prevailing Calcutta prices and have set an upper 
limit to what they are prepared to pay. 

The Dundee industry also faces a baffling problem of labour supply. The 
first difficulty here is uncertainty about the future level of activity expected 
of the industry. Obviously, if Dundee had permanently to provide cloth 
previously imported, then much more labour would be required. During the 
1939-45 war the industry was “ concentrated ”’ to release labour and factory 
space. Many of those who left at that time have not returned. Recruitment 
has been handic: upped by memories of the years before 1939, when the industry 
was peculiarly susceptible to cyclical fluctuations and unemployment was 
common. Yet the problem might have been solved but for the classification 
of Dundee as a Development Area. No objection can be offered to the plan 
for securing a more balanced industrial structure by inducing new industries 
to settle in the area. Unfortunately, the drive for diversification of industries 
has gone ahead without reference to what labour was available. To-day 
skilled workers, notably engineering hands, are tempted to leave the jute mills 
for these in-comers. Factories have sprung up on the outskirts of the city and 
are soon followed by new housing schemes. The jute mills are in the centre 
ot the city and a jute worker fortunate enough to be rehoused is faced with a 
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daily journey inward to his work. Too often he prefers to take employment 
in a new factory next door to his new house. Present building policy seems to 
preclude the erection of flats on the mz ny condemned and partly cleared sites 
in the centre of the city. Only if there is a reversal of this modern urge to 
spread outwards will the jute industry be able to compete on level terms for 
labour. 

Sociological policy being outside the control of employers, they have 
turned to other methods. Working conditions have been made much more 
attractive. Day nurseries have been set up to help recruitment of female 
labour, and there are canteens, first-aid rooms and social clubs in most of the 
large mills. Welfare services are now costing £40,000 a year. A more funda- 
mental approach has been to make the most of the existing labour force by 
using more machinery. Since 1945 Dundee alone has spent over £3 millions 
on new buildings and machinery. Now re- equipped with new- type “spindles, 
the spinning side has no rival for efficiency. There is still room for improve- 
ment in weaving, but this may be partly corrected by introducing the new 
circular loom that is now past the proving stage. Labour relations have 
always been good and, with the co-operation of the trade unions concerned, 
an extensive survey of tasks and basic rates of pay has been completed by a 
firm of consultants. Ultimately, this should give rise to a scheme jor re- 
deployment of labour, which would be linked to an incentive bonus arrange- 
ment. Higher wages, lower costs and better utilization of labour would result. 
Efficient working alone, however, will not suffice to force prices down per- 
ceptibly, because ot the dominant influence of India and Pakistan. Dundee 
has been successful so far in preventing the full impact of external price 
increases from reaching the consumer. As a result of good management by 
the Jute Control—responsible for buying and allocating raw jute and cloth— 
and of the efforts of the industry, prices in Britain have been kept below those 
of other countries. 

The jute industry, it is fair to say, is maintaining its progressive tradition. 
Signs of an improvement in 1aw jute supplies are disce srnible, but no substantial 
increase can be expected for some time. If the Pakistan link is to become 
permanent, as seems probable, a long-term‘agreement about the volume of 
supplie s for Dundee seems essential. The question may even arise whether 

3ritain should provide the capital necessary to dev elop Pakistan’s internal 
communications. These que stions, of course, could be settled only by the 
Government. Only the Government, too, could dispel the industry’s uncer- 
tainty about the future. Is the present switch-over of part of its capacity to 
make up for the shortfall in Indian cloth deliveries likely to be permanent ? 
On an answer to that depends the future operating level, and bound up with 
it is the vexed question of a protective tariff. The gap between British and 
Indian costs of production must have narrowed appreciably since 1945. Cheap 
jute and cheap labour are no longer readily available and India has not been 
able to afford the capital re-equipment that might have prevented the narrowing 
of her cost advantage. Some circles within the industry hold that this tendency 
may prove to have strengthened rather than weakened the case for protection, 
on the ground that the rate of duty needed to give relief would be relatively 
low. This, however, is a problem for the future. The main problem of Dundee 
to-day is to maintain a flow of jute products at reasonable prices in the face 
of supply difficulties. 
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Banking Mechanics — A Re-Assessment 


NDER the stress of war and post-war conditions, methods of operating 
monetary and banking systems have been transformed. In Britain, although 
changes in the banking structure since 1939 have been comparativ ely small, 

those in the attitude towards monetary problems and in methods of re gulating 
the monetary system have been very considerable—so much so, inde ed, that much 
contemporary comment, especially press comment, on the banking scene is wide 
of the mark. And even the well-informed commentaries may present difficulties 
to the reader who has no detailed knowledge of the new techniques and of the 
way in which they are exerc ised as part of wider financial policy, to say nothing 
of the present-day vocabulary of finance, clotted with abbreviations, such as 
TDR, EEA, RSA, IMF, and ECA, with which only the initiated are at ease. It is 
particularly welcome, then, to see a third edition of Professor Sayers’ classic work 
on the banking system* and not surprising to read of the “ almost complete re- 
writing of the book ”’ since the second edition prepared only four years previously. 

As a “‘ snapshot ’’ of the mechanics of the operation of the monetary system 
in this country, including comparisons with that of the United States and some 
references to banking in Commonwealth countries, the book is as admirable as 
ever. Chapter 5 discusses central banking, particularly as exemplified by the 
Bank of England, and, in tracing the flow of government and banking transactions 
through the items of the Bank Return, invites the reader to wrestle with the com- 
plexities of monetary operations, leaving him with the feeling that he has won 
the day. Inan approac h of this kind, meticulous attention to detail is an obligation 
to the reader that is well met. One small point is that legislative control of the 
fiduciary note issue has moved on from the position, described on pages 85-86, as 
one where increases outstanding for over two years had to be reviewed by Parlia- 
ment. Under war-time legislation the period was extended to four years, then to 
six and finally—in 1945—until the regulation concerned “ ceases to be jn force ”’, 
which at present will be December 10, 1951. Thus, while Parliament has to be 
informed of increases in the fiduciary issue after the *y have occurred, nowadays 
authority for making them rests in the hands of the Treasury. 

A most useful service of the book is to relate everyday banking operations to 
monetary and economic affairs—a function that is especially well performed in 
the new chapter discussing the consequences in the domestic monetary situation 
of payments to and from other countries. Besides providing a valuable analysis 
of sterling area finance, of transactions passing through the Exchange Equalization 
Account and of the effects of changes in Treasury bill holdings of various banks, the 
chapter illustrates how British banking continues to serve other countries besides 
its own, and so suffers the strains of contributing to the means of international 
payments. References to the International Monetary Fund and the International 
Bank, and appendices dealing with them, develop further the changes in inter- 
national banking arrangements. 

In his description of various influences bearing upon the level of bank deposits, 
Professor Sayers clearly shows how, for many years past, the authorities have 
provided bank “cash”’ to sustain the volume of deposits resulting from other 
developments on account of both the public sector and advances. But when 
following through the relationship between this policy and the pegging of short- 


. Modern Banking. By R. S. Savers. Third Edition, pp. 323. Oxford University Press, 
price 17s. 6d. 
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term rates, he could usefully have considered more fully the extent to which the 
process can weaken control of the monetary situation. In recent months the part 
played by bank advances in credit expansion has been emphasized, and only a 
short time ago the Chancellor of the Exchequer referred to the level of bank 
advances as “‘the most important index ”’ of inflation. At the same time he 
rejected the suggestion that short-term rates for Government borrowing should be 
allowed to rise, though it is just because bank cash is always made available at 
low and pegged rates that advances can add to an existing inflationary trend. 
Instead of lifting the peg on rates on floating debt items, the authorities continue 
to rely upon regulation of bank advances by directives issuing from the Government 
itself. 

In view of the importance attached to selective credit control in Britain in 
recent years, the complete absence from the book of discussion of the regulation 
of advances in this country is surprising. The chapter on qualitative credit control 
is concerned almost exclusively with American experience, and makes no mention 
of Britain’s Capital Issues Committee or of the Borrowing (Control and Guarantees) 
Act of 1946. Yet action under this legislation has been of first importance during 
the post-war period, in influencing not only the direction of credit, but also its 
volume; qualitative control is necessarily, to some extent, a brake on expansion. 
For years past it has constituted part of the everyday duties of bankers, and 
examination of the figures in the regular classification of bank advances (which 
the book also omits) shows the extent to which the banks have co-operated with 
the authorities in this regulation. Similarly, the practice of qualitative credit 
control is growing in some Commonwealth banking systems. Among other 
influences bearing upon the level of bank advances in post-war years that might 
have been mentioned have been the nationalization of important sections of 
industry; the special arrangements for borrowing by local authorities from the 
Exchequer and the way in which institutions established in post-war years to 
provide credit for industry furnish finance from the banking system at one remove. 

Rates of interest are shown generally in the old setting of a system clustered 
around Bank rate, but on credit balances competition between the large banks 
through rates allowed has been suspended since the early war years, rates charged 
on bank advances are now being raised, and the discount on bills, other than 
Treasury bills, is almost twice its level of five years ago. All these changes have 
been made in a quite different fashion from that of the Bank rate model; Bank 
rate has remained at two per cent., and the “leading ”’ rate has been the return 
on medium- and long-term Government securities. Similarly, banking charges 
for foreign transactions (lately, and for the first time, codified into an agreed 
schedule governing the principal banks) have been increased, though London still 
remains a low-cost centre for international finance. In these developments, the 
sharp edge of competition between the principal banks has tended to be blunted 
on rates, though becoming all the keener in the quality and variety of services. 
Although the margin for banking revenue has widened, the emphasis in banking 
is weighing still more heavily on services in providing the money supply, rather 
than upon those functions in which the banker is in effect a trader in money. 

Banking activities on Government account, through exchange control, regula- 
tion of credit and financing of floating debt, quite apart from ordinary services for 
Departments as well as nationalized undertakings, might now be regarded as a 
fresh aspect of the banking scene, to add to the three “ basic changes ”’ described 
by Professor Sayers. His selection comprises: the concentration of banking into 
large units; the decline in the demand for bank advances associated with increased 
holdings of Government paper, and the new method of regulating the cash base. It 
should be remarked, too, that some of these special services, largely for the 
authorities, absorb highly skilled manpower, making heavy claims on the staffing 
requirements of the banks. This might usefully have been mentioned in the 
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references to staff problems, and so might the new developments of staff training 
centres, some of which provide courses in technical subjects as well as in the art 
of management. Apart from its brief aside on staff matters, however, the book 
does not attempt to deal with the organization of large banks. 

The structure of banking assets has still to settle down after the disturbances 
of recent years, but it is at least possible that the banks will work towards different 
ratios from those to which they were accustomed in pre-war times. As deposits 
have expanded, bringing down still further the proportion of capital and reserves, 
a higher measure of liquidity seems likely to be maintained for this reason alone. 
With the general conclusion that over the whole field of banking and monetary 
activity the system has become more easily subjected to positive direction few 
will be found to differ, though whether it is more elastic is debatable. We can 
all agree, too, with the pleas for recognition of the importance of diagnosis and a 
better understanding of the mechanism of the monetary system. To both these 
praiseworthy aims the book makes a creative contribution, which renders it indis- 
pensable reading over a far wider range than the university students to whom it is 
particularly addressed, and of special interest to practical bankers in this and 
other countries. 

JOHN WADSWORTH. 


Handbooks on Scottish Banking Practice (Numbers I to 5; 7; 12). (Institute 
of Bankers in Scotland, price 2s. 6d. each.) Two years ago we gave a welcome to 
the first of this series of handbooks, Mr. F. S. Taylor’s introductory survey, 
“ Banking in Scotland ”’. Since then a further six of the projected fourteen studies 
have appeared at intervals, and now that the venture is thus far on its way it is 
possible to form some estimate of the value of what has been completed. Its 
usefulness to Scottish bank officials, to whom it is primarily addressed, is apparent 
even to an English banker. For example, No. 3 on ‘“‘ Bank Book-keeping, Control 
and Inspection ’’ will almost certainly be valuable, because only in a pamphlet 
of this kind is a young bank man likely to find an explanation of how his work on 
waste and ledger fits into the mysterious but important accounting operations 
carried on by the seniors at his branch and in the distant recesses of Head Office. 
Were a handbook on similar lines produced south of the Tweed a great number of 
operations would be carried out more intelligently, and therefore more ably, than 
they are now. Handbook No. 3 deals with the Scottish Note Issue and Clearing 
Houses. To a southerner, this seems one of the less successful of the series, judged 
as an educational work, but it is full of information that to most English bankers 
will be both new and interesting. ; 

“Interest, Commission and Charges ’’, the next on the list, comes at a time 
when there has been much discussion in England of the question of how far banking 
operations can be costed and how far agreement can be reached between the 
banks in imposing a uniform tariff for services. Up to now, apart from the impor- 
tant standardization of service charges to non-residents, little has been done except 
for the common front on interest on deposit accounts, although the discounts 
applied to bills probably come very close to agreed rates in practice. This reluc- 
tance to standardize has its roots partly in the English tradition, but as there has 
doubtless been some holding back for fear of encouraging would-be socializers of 
banking, it is worth noticing that for more than a hundred years in Scotland strongly 
independent banks have not been afraid to put their heads together to secure an 
agreed rating structure. They would contend that this frees them to concentrate 
on the other aspects of customer-service. Whether the charges made by the 
Scottish banks are in fact ‘‘ lower than those of their fellow institutions in England”’, 
as the author claims, is, however, doubtful; it would be fairer to say that they are 
different, and point to long-standing differences in practice. 
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Handbooks 5 and 7, “ Banker and Customer ” and “ Special Customers ”’, giv: 
many examples of the differences just mentioned. Native caution tends to make 
the first of these books rather dull; the section on bankers’ opinions is such as to 
convince any trader that he will get little enlightenment in answer to his status 
enquiries. No reservations need be made about No. 12, on “* Foreign Business ” 
and in view of the somewhat limited extent of the Scottish banks’ overseas transac- 
tions when compared with the like business carried out by English institutions, we 
would not have been surprised if it had been inadequate at some points. It is, 
in fact, first rate, and can be unhesitatingly recommended for use in the Foreign 
Departments of the [english banks, where over-specialization is a constant and 
inescapable danger. 

English bank officials should be encouraged to read at least one or two of these 
handbooks—for quite general reasons and apart from their specific merits. They 
will thereby learn that in Scotland bankers have to carry on their business within 

legal system that differs from the English not only in much of its vocabulary, 
but in some of its conceptions as well. In spite of these differences, England in the 
past has learnt some important lessons from the Scottish banks—not to mention 
the Scots bankers in its midst. 


W.J.T 





Studies in Practical Banking. Third Edition. By R. W. Jones. (Pitman, 
price 15s. net.) The substance of this book was originally delivered in the form 
of lectures in the years 1932 to 1935, and, except for one chapter, very little 
change has been made in the text ieee the first edition appeared sixteen years 
ago. That exception will be found in the section dealing with the Company as 
Customer, where the Companies Act, 1948, has necessitated several important 
alterations. Elsewhere the lessons to be drawn from one or two recent leading 
decisions have been neatly fitted into the old structure, but the reader is perhaps 
entitled to wonder whether the eight post-1935 items listed in the Table of Cases 
do in fact exhaust the new light thrown by the Courts on the problems discussed 
in the book. Subject to that modest caveat, however, we would still regard this 
work as the best in its particular field. 


The Eagle Looks Back. (Published by the Staff Magazine of Barclays Bank, 
166 pp., 5s.) Nearly one hundred thousand people spend each day working in 
bank offices and many are talented writers and artists. Here is a collection 
skimmed from the cream of the literary and artistic output over the past twenty- 
five years of one large group of them in Barclays Bank. Nearly all the stories, 
essays, verses and illustrations first appeared in the Spread Eagle, Barclays’ staff 
magazine, which celebrates its silver jubilee by re-printing them in book form. 

Of the fiftv pieces and agp ight illustrations only half a dozen mention in 
their title the word bank or anything that could be part of the banking scene. 
The writers and illustrators are for the most part looking outwards, generally with 
a quizzical eye for the endearing oddities of their fellow-men. Included in the 
collection is a story by Sir James Barrie, telling how he plucked up courage to 
open a bank account, while the reunion of the ““ Three Men in a Boat ”’ is described 
by the originals of the characters in that well-loved tale. A sketch by G. G. Carter 
describes a terrifying night at sea and the coolness of a young lieutenant of the 
R.N.V.R. who turned out to be, in peace-time, a bank clerk. The work of these 
‘ professionals "’ finds itself in good company among the other contributions, all 
from members of the staff of the Bank. 
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‘ International Banking Review * 
Is Argentina 


HE report of the Argentine Trade Promotion Institute for 1950 shows a 
profit of 48 million pesos compared with a loss of 143 million pesos in 1949. 
% The balance-sheet total at the end of the year was 11,422 million pesos com- 
pared with 11,966 million pesos a year before. Of the assets, 7,412 millions was 
represented by the debt due from the Argentine Government. The liabilities 
included a debt of 8,369 million pesos owed to three official banks. 
Agreement has been reached with the United Kingdom on the lists of goods 


#8 to be exchanged under the current payments agreement in the year to April, 1952. 
» 

n , 

Australia 

‘ The annual report of the Commonwealth Bank for the year to June 30 last 
n discloses that currency reserves reached £A 843 millions, compared with £A 650 


millions a year before. On current account, Australia showed a surplus of {A 120 
millions, compared with a deficit in the previous year, but the amount derived 
from the capital inflow dropped to £A 70 millions from £A 200 millions in 1949-50. 
Owing mainly to the large receipts from wool sale S, Australia was able to contribute 
, about $100 millions to the sterling area dollar pool during the year covered by 


n the report. This contrasted with drawings of $2 millions, $73 millions and $164 

millions in the three preceding years. 

$ The report, which was compiled before the September-October recovery in 

S wool prices, asserts that there is a danger that Australia may run into a deficit 
in 1951-52. It adds that, in response to the steep rise in export incomes, the inflow 

4 of capital and the major development plans, Australia has built up a volume of 

; imports that she is unlikely to be able to sustain over a long period from her own 

S resources 

1 The Budget statement for the year to June 30, 1952, provides for tax increases 

S to yield an additional £A 160 millions. This is expected to raise the revenue total 


to fA 1,041.5 millions, thereby creating a surplus over expenditure of {A 114 
millions. The extra re ceipts are being secured by raising company taxation from 
an effective 7s. to gs. in the £ and by raising the sales tax and other taxes on 
spending. 
Mr. Menzies, the Commonwealth Prime Minister, has stated that the Govern- 
l ment considered the question of raising a loan in London but has since rejected 
the idea. :. 
, The national income increased by 35 per cent. in the year to June 30, 1951, 
from {A 2,302 millions to £A 3,101 millions. 


Belgium 

To check the growth of Belgium’s surplus in the European Payments Union 
the Belgian authorities have introduced a series of measures controlling the flow 
of payments into Belgium from other members of the Union. A system of export 
licensing has been inaugurated and at the same time the regulation requiring 
exporters to dispose of their earnings of E.P.U. currencies through official channels 
has been suspended. Indeed, the proceeds of exports or financial transactions 
that have not received official sanction will not be converted by the Belgian 
authorities. To provide an outlet for exchange accruing under these headings 
the Belgian authorities have permitted the opening of a free market in which 
E.P.U. currencies can be traded at rates varying from the official parities. 













* Other current international banking news is discussed in ‘‘A Banker's Diary ’’, on pages 265-270. 
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The International Bank for Reconstruction and Development has granted 
two 25-year loans for a total of $70 millions for carrying out the 10-year Develop- 
ment Plan of the Belgian Congo. 


Brazil 


The World Bank and the U.S. Export-Import Bank have agreed to furnish 
the foreign exchange needs of the Brazilian five-year 10,000 million cruzeiro 
national economic rehabilitation plan. It is intended that cruzeiro funds equal 
to the full amount required shall be raised internally. 

The Director of the Superintende ney of Currency and Credit has set out the 
details of the Government’s plan for securing the co-operation of the banks in 
establishing greater credit selectivity. The main feature of the plan is the creation 
of a five-man commission to promote the granting of credit on a selective basis. 
In making advances banks would give preference to loans for aiding basic industries, 
the production of raw materials now imported, food production, and export 
commodities from which exchange to pay for essential imports is derived. The 
proposed commission would be composed of representatives of banks in Rio de 
Janeiro, Sao Paulo and Minas Gerais, a representative of all other Brazilian banks 
and a representative of the Superintendency. The plan now awaits the approval 
of the Council of the Superintendency. 

The Budget statement for 1952 provides for a surplus of 26 million cruzeiros. 

An agreement has been concluded between the U.S. and Brazilian bankers for 
the establishment of an investment banking company in Brazil. The company’s 
principal operations will be the underwriting and distribution of securities and the 
investment of capital. It will not accept deposits or negotiate commercial loans. 


Canada 


The Finance Minister, Mr. Douglas Abbott, has again rejected demands from 
several bodies for price controls to fight inflation. The main weapons the Govern- 
ment would adopt in the fight against inflation, he declared, were a tough taxation 
policy and an intense savings programme. 

Following the International Monet tary Fund’s decision to allow member 
countries to determine their own policies on premium gold, the Dominion Govern- 
ment has authorized gold producers in Canada to sell gold in the free markets of 
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the world. There are two conditions. The first is that sales shall be made only. 
n exchange for U.S. dollars; the second, that the gold shall be exported only in 
non-monetary form with a fineness of 22 carats or less. Producers must elect, in 
advance, whether they will have access to premium markets or continue to receive 
assistance under the gold subsidy system 


Egypt 
Balance of payments figures for 1950 show a deficit of {E 14.4 millions. In the 
previous year payments and receipts were in equilibrium. The 1950 result was 
the product of a surplus of £E 13.6 millions with the hard currency area, one of 
£E 8.1 millions with the sterling area and a deficit of £E 36.1 millions with the other 
soft currency countries. 


France 


The Bank of France has raised its discount rate, the rate for 30-day advances, 
and the purchase rate for Government bonds maturing within three months by 
} per cent. to 3 per cent. per annum. The rate for advances on securities has been 
advanced from 3? to 4 per cent. The adjustments are intended to combat infla- 
tionary pressures (which have recently found a sharp reflection in an increase in the 
note circulation to a level 17 per cent. above that ruling at the end of 1950 and a 
new high record) as well as to check speculation in gold and foreign currencies. 

It has also been announced that a stricter control is to be imposed on the 
granting of credit by the commercial banking system. A statement by the National 
Council of Credit points out that credits have expanded sharply this year owing to 
the trend of the French external balance of payments. It concedes that recent 
wage and price increases must result in a further expansion of credit, but emphasizes 
that there is a need to keep this expansion within the limits compatible with 
safeguarding the currency. 

To protect the foreign exchange reserves of the Bank of France the Foreign 
Exchange Office has issued an order prohibiting the purchase of foreign exchange 
by importers in payment for imports before the goods have actually been shipped 
to France. The order applies both to spot and forward transactions. Payments 
on a foreign franc account are subject to similar restrictions. 


Germany 

The international conference on Germany’s debts, which was to have been 
held in October, has been postponed indefinitely. It has been intimated that the 
postponement resulted partly from the pre-occupation of the British authorities 
with the General Election and partly from the discovery that the ground work, 
so necessary to the success of the conference, will take much longer than was at 
first expected. 

Pressure from the German banking system for the reversal of the de-centraliza- 
tion process carried out after the war has been to a large extent successful. It 
has been announced that the Allied High Commission has approved the German 
bank reform scheme and that the new organization will be effective at the beginning 
of next year. The reform plan divides Germany into three separate banking 
areas with Frankfurt, Dusseldorf and Hamburg as the main banking centres. In 
each of these areas there will be three banks formed from the branches in that 
area of the original ‘‘ Big Three ’’ commercial banks—the Deutsche Bank, the 
Dresdner Bank and the Commerzbank. When the reform is complete West 
Germany will have nine main banks, instead of the 30 successor banks that have 
existed since the commercial banks were “ fragmented” on the orders of the 
Occupation Powers in the early post-war period. 
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The U.S. Export-Import Bank has announced that it will lend up to $50 
millions to the West German Government to finance the importation of American 
cotton into Germany. This is the first transaction the American bank has arranged 
with Western Germany. 

On the instructions of the Federal Government, the Bank Deutscher Laender 
is offering on the securities market non-interest-bearing Treasury notes of the 
Federal Republic. The intention is to create investment opportunities for liquid 
reserves and ease the cash position of the Treasury. Bonds of 6 months maturity 
are being offered at a discount rate of 6} per cent. and those of one year’s maturity 
at 6? per cent. 


Iran 


The Government has withdrawn from the British Bank of Iran and the Middle 
East the right to deal in foreign exchange and has ordered all enterprises, factories 
and insurance concerns to withdraw their deposits from the bank. The move is 
intended as retaliation for the economic restrictions imposed by Britain on Persia 
early in September. 


Israel 

Trade figures for the first half of 1951 show that the Government’s policy of 
restricting imports kept the import total for the half-year down to the 1950 level 
of £I 52.5 millions despite the rise in prices. Exports, at {I 11.1 millions, were 
£I 2.9 millions higher than in the corresponding period of 1950. As {I 10.9 millions 
of the imports did not entail any disbursement of foreign exchange, the payments 
gap for the half-year amounted to about {I 30 millions. This was financed by 
loans, credits and foreign grants. 

The Foreign Exchange Controller has prohibited the switching of Israeli-held 
London Stock Exchange shares. Previously, switching was allowed on condition 
that holdings were declared to the Government. The new instruction has been 
interpreted by some observers as a prelude to the complete requisitioning of such 
shares by the Israeli authorities. 

The right of note issue originally granted by the Israeli Government to the 
Anglo-Palestine Bank and subsequently transferred to the bank’s successor—the 
Bank Leumi-le-Israel—has been extended to the end of 1952. A number of 
members of Parliament have indicated that the extension was approved with the 
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hope that by the end of 1952 arrangements would have been completed for the 
establishment of a Government-owned central bank. 


Italy 


The International Bank for Reconstruction and Development has granted 
Italy a loan of $10 millions. The advance, which is the first to be made by the 
bank to Italy, will be used to assist the development of Southern Italy. 

The trade deficit for the first half of 1951 amounted to $284 millions, compared 
with $185 millions in the first half of 1950. The deterioration was primarily due 
to the worsening of Italy’s terms of trade. 


Japan 

In accordance with the Government’s decision to husband dollar resources, 
the proportion of total imports coming from dollar areas in the October-December 
quarter has been reduced to 45 per cent. compared with 62 per cent. in the previous 
three months. To counter the impact of dollar import cuts, it is intended to 
stimulate imports from sterling area and “ open account ’”’ areas. To assist the 
implementation of the Japanese long-term plan for replacing dollar imports by 
goods from soft currency areas, separate trade aggreements are being negotiated 
with individual Commonwealth countries. Pending these comprehensive discus- 
sions, an understanding has been reached in informal consultations with sterling 
area countries providing for a limited expansion in trade between Japan and the 
sterling area in the period to end-March, 1952. When this experimental period 
has elapsed, the position will be re-examined. 

It has been disclosed that Japan’s foreign exchange reserves at the end of 
August amounted to $513 millions, compared with $516 millions at end-1950. 
Sterling balances were said to have amounted to £38 millions at end-August, against 
{20 millions eight months before. Dollar reserves fell by $34 millions, to $420 
millions. 

The Finance Ministry has announced an upward revision of the official estimate 
of Japanese external debts. Including principal and accrued interest, these are 
now put at U.S. $480 millions, compared with $430 millions previously. The 
value of principal owing has been revised to $291 millions and that of accrued 
interest to $157 millions. The change in the totals is due partly to the Finance 
Ministry’s decision to restore to their original foreign currency form external 
bonds that were converted into internal bonds during the war without the sanction 
of their owners, and partly to the reversal of the earlier plan to apply the current 
rate of $2.80 to sterling bonds with dollar clauses. It is now intended to use the 
rate of $4.03 ruling at the time when redemption was due. 


Netherlands 

The Government estimates that the ordinary and extraordinary budgets for 
the calendar year 1952 will show a surplus of 414 million guilders, compared 
with a revised figure for 1951 of 281 million guilders. A deficit of 110 million 
guilders is, however, expected to arise next year in respect of the Agricultural 
Equalization Fund (stemming mainly from food subsidies), with a further deficit 
of 571 million guilders on capital account. Thus the estimated total deficit for 
1952 is 267 million guilders. 


Norway 


The Government's development plan for Northern Norway aims to increase 
the productivity and employment opportunities of the region. The intention is 
to encourage private enterprise by making available the necessary finance and by 
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special tax laws and other priorities. In order to finance new projects the banking 
system for the region is to be reorganized. In addition to funds already in exist- 
ence, a new development fund, at present estimated at $28 millions, will be set 
up. Investments that will increase exports will have first priority. The part that 
foreign capital may play will be determined by investigation into each case. 

There was a net increase of Kr. 74 millions in the country’s foreign exchange 
holdings in the first half of 1951. 


Portugal 


To enlarge the scope of financial assistance for public works and other projects 
approved by the Government, the National Development Fund has been per- 
mitted to issue, in favour of banks and other credit institutions only, 5-year 
promissory notes. These carry the guarantee of the Portuguese Government and 

may be transferred from one credit institution to another by endorsement. The 

value of such notes in circulation at any one time may not exceed 500 million 
escudos. Interest is payable at a rate not exceeding by more than } per cent. the 
Bank of Portugal’s discount rate on the day of issue. 


Rhodesia 


The Government has given permission to the gold-mining industry to dispose 
of up to 40 per cent. of its output on the world free market. A condition of such 
transactions is that they are arranged only against American dollars. The Rhode- 
sian authorities have promised to contribute the dollar proceeds of premium sales 
to the sterling area dollar pool. In consideration for this the British authorities 
have sanctioned the modification of the contract with Rhodesia under which the 
whole of the country’s gold output was to be disposed of to the Bank of England. 
The confining of premium sales to 40 per cent. of output has annoyed gold pro- 
ducers. It has been revealed that the limitation was the direct result of inter- 
vention from South Africa. 


South Africa 


An official Treasury statement asserts that South Africa will not use “ the 
release by the International Monetary Fund from its self-imposed restrictions to 
embarrass the gold market’. It also states, however, that the Government has 
reserved to itself complete freedom of action to judge its course according to 
circumstances. The limited free market in gold is to be closely watched and 
decisions are to be made from time to time in the light of developments. 


United States 


The Treasury has oftered on the market $1,250 millions of a new form of 
Treasury paper. The issue consists of 144-day Treasury bills known as “ Tax 
Anticipation Series,’ usable in payment of taxes at any time during this period, 
or subsequently repayable in cash at maturity date. 

The Federal Reserve Board has estimated that savings in the second quarter 
of this year were running at a peace-time record of $21,000 millions per annum. 
This rate is nearly five times as large as that recorded in the third quarter of 1950 
and more than double the rate attained in the first quarter of this year. 

The half-yearly report of the National Advisory Council on International 
Monetary and Financial Problems holds that under present conditions U-S. foreign 
assistance should be primarily dictated by defence considerations. It suggests 
that extraordinary military and economic assistance should be furnished through 
grants rather than loans but that aid for economic development should be in the 
form of loans made through established lending institutions. 
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Yugoslavia 


The International Bank for Reconstruction and Development is to grant loans 
to Yugoslavia in European currencies equivalent to $28 millions. The money is 
to be used to improve electric power distribution, to aid coal mining, the extraction 
of minerals for manufacturing, the use of farm resources, farm and fisheries pro- 
duction, and transportation. 


Obituary 





SIR JASPER RIDLEY 


The City learned with great regret, and with special sympathy for the National 
Provincial Bank, of the death on October 1 last of Sir Jasper Ridley, K.C.V.O., 
O.B.E., at the early age of 64. Less than twelve months had passed since the 
board of the National Provincial met in mourning for Capt. Eric Smith, and 
elected Sir Jasper to succeed him as chairman. Educated at Eton and Balliol, 
and later called to the bar, Sir Jasper was outstanding among bankers as a man 
of culture and versatility. He combined with banking an expert knowledge of 
livestock, trusteeships of the British Museum and the National Gallery, and 
chairmanship of the Tate Gallery. His banking career, which began in Coutts 
& Co., extended over some thirty years. 





Mr. Alwyn Parker 


Lloyds Bank announced with regret last month the death of Mr. Alwyn Parker, 
C.B., C.M.G., a director of that bank from 1919 until 1947. On his retirement 
from the board, Mr. Parker continued as editor of Lloyds Bank Review, a position 
that he filled with distinction for many years. 





Appointments and Retirements 





Australia and New Zealand Bank—The Rt. Hon. The Earl of Gowrie, V.C., P.C., G.C.M.G., 
C.B., D.S.O., has been appointed an extraordinary director. 

Bank of Scotland—Head Office: Mr. J. Wilson, joint superintendent of branches, to be secretary 
on retirement, on medical grounds, of Mr. A. A. Gunn. 

Barclays Bank—Head Office: Mr. F. S. Bedford, from Middlesbrough, to be a general managers’ 
assistant. Leeds, Income Tax Dept.: Mr. S. H. Walker, from Manchester, to be manager. 
Manchester, Income Tax Dept.: Mr. R. L. Shakeshaft, from West End branch, to be manager. 
Richmond, Surrey, Income Tax Dept.: Mr. R. H. Snare, from Leeds, to be manager. Piccadilly 
Circus: Mr. C. F. Pennell, from Plymouth and Plympton, to be manager. Wimbledon, The 
Broadway: Mr. R. Madeley, from Windsor, to be manager. Caversham: Mr. J. A. Twort, from 
Maidenhead, to be manager. Framlingham: Mr. S. G. Downing, from Sudbury, to be manager. 
Godalming: Mr. D. C. Aldridge, from Brompton Rd., to be manager. Hitchin: Mr. G.S. Newman 
to be manager. Huddersfield: Mr. A. W. Emmerson, from Bradford, to be manager. Middles- 
brough, Exchange Place: Mr. H. Baxendale, from Huddersfield, to be manager. Plymouth and 
Plympton: Mr. K. McLaren, from Portsmouth, to be manager. Porthcawl: Mr. J. C. Ireland, 
from Cardiff, to be manager. Portsmouth, Commercial Rd.: Mr. D. A. Grey, from Porthcawl, to 
be manager. fFadlett: Mr. R. Gray, from Hertford, to be manager. Weymouth: Mr. C. C. J. 
Sitters, from Head Office, to be manager. 

Barclays Bank (D., C. and O.)—Mr. H. C. Greenlees to be chairman of the Cape local board 
on retirement of Mr. R. B. Edwards. Mr. S. M. Pechey to be chairman of the Rhodesian local 
board on retirement of Mr. O. Gordon. 

British Bank of Iran and the Middle East—Mr. H. Musker, O.B.E., M.C 
and secretary on retirement, owing to ill health, of Mr. F. A. Ayrton. 
Clydesdale & North of Scotland Bank—Brora: Mr. R. J. B. Mowat, from Dingwall, to be 
manager on Mr. L. C. Fowler’s retirement. St. Monance and Pittenweem: Mr. S. G. Stormonth, 
from Dunoon and Innellan, to be manager. Dunoon and Innellan: Mr. A. A. Kadwell, from 


., to be manager 
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West George St., Glasgow, to be manager. Glasgow—West George St.: Mr. D. Cameron, from 
Wellington St., Glasgow, to be manager; Wellington St.: Mr. G. Riach, from St. Monance and 
Pittenweem, to be manager. Neilston: Mr. H. J. Black, from East Kilbride, to be manager on 
Mr. J. M. Morton’s retirement. Galashiels: Mr. W. Carson, from Alloa, to be manager on retire- 
ment of Mr. D. Shanks. 

District Bank—Jeeds: Mr. E. K. Buxton to be accountant. Ramsbottom: Mr. J. Plumb to 
be manager. 

Midland Bank—London—Bloomsbury: Mr. F. E. Bird, from Spitalfields, to be manager; 431 
Oxford St.: Mr. F. J. Letzer, from Bloomsbury, to be manager in succession to the late Mr. H. 
Abbott; South Tottenham: Mr. D. J. Simpson, from Covent Garden, to be manager on retirement 
of Mr. P. Morgan. Lianidloes: Mr. R. P. Jones, from Portmadoc, to be manager on retirement 
of Mr. J. D. Edwards. Plymouth, Drake's Circus: Mr. F. W. Barraclough, from Castle Sq., 
Swansea, to be manager on retirement of Mr. T. A. Roberts. Poole: Mr. G. H. Kendall, from 
Paignton, to be manager on retirement of Mr. W. B. Holmes. 

National Bank of Scotland—Glasgow, Bridgeton: Mr. D. S. Leitch, from Edinburgh, West 
End, to be manager on retirement of Mr. R. Cumming. Ailmarnock: Mr. D. J. McIver, from 
Stornoway, to be joint manager. Stornoway: Mr. J. R. McLeod, joint manager, to be sole 
manager. 

National Discount Company—Sir Frederick William Leith-Ross, G.C.M.G., K.C.B., has been 
elected a director. 

National Provincial Bank—Head Office: Mr. H. M. Woollam, an assistant general manager, 
has retired; Mr. N. N. Ellis and Mr. S. Roberts to be controllers, advance dept. Leeds, Trustee 
Branch: Mr. J. Platt, from West End, to be manager. Cromwell Rd.: Mr. H. C. Buswell, from 
St. James’s Sq., to be manager. Hampstead Garden Suburb: Mr. H. V. Smith to be manager. 
St. James’s Sq.: Mr. D. H. Edelsten to be manager. Barnet: Mr. J. Warren, from Aldwych, to 
be manager on retirement of Mr. E. S. Lewis. Blackburn: Mr. H. A. Ward, from Morley, to 
be manager. Cheadle: Mr. B. H. Palmer, from Sheffield, to be manager of this new branch. 
Ledbury: Mr. C. P. Tutt, from Bristol, to be manager on retirement of Mr. W. G. Allen. Mans- 
ield: Mr. W. D. Stevenson, from Blackburn, to be manager. Morley: Mr. S. Smith, from Wake- 
field, to be manager. Spalding: Mr. L. A. Baker, from Head Office, to be manager on retire- 
ment of Mr H. S. Gibbs. Uxbridge: Mr. H. G. Porter, from Northwood, to be manager on 
retirement of Mr. W. A. Bowler. Mr. G. B. Fergusson, from Baker St.; Mr. A. C. Masters, 
from Bradford; Mr. W. A. Daglish, from Hull; Mr. L. G. Loveys, from Nottingham; and Mr. 
G. J. Gregory, from Wolverhampton, to be inspectors of branches. 

Union Bank of Scotland—Girvan: Mr. R. M. Meek, from Ayr, to be manager in succession 
to Mr. A. C. Smith, who has been appointed to head office, Glasgow. 

Westminster Bank—Head Office (41 Lothbury, E.C.2): Mr. F. J. Peacock to be an assistant 
staff controller; Mr. S. O. Quin to be chief general manager’s secretary; Mr. A. T. Moor, from 
Shoreditch, to be a controllers’ assistant. Lombard St.: Mr. L. G. Bowring to be manager on 
retirement of Mr. H. A. Maggs. Dorchester: Mr. L. B. Palmer, from Hungerford, to be manager 
in succession to the late Mr. N. F. Thatcher. East Grinstead: Mr. H. W. G. R. Marriott to be 
manager. Eastbourne, Trustee Branch: Mr. E. H. Holt, from Threadneedle St., to be manager. 
Exmouth: Mr. C. H. Carpenter, from Crewkerne, to be manager. Guildford: Mr. A. G. G. Pye, 
from Winchester, to be manager on retirement of Mr. F., Putland. Hungerford: Mr. L. R. Palmer 
to be manager. Tiverton: Mr. H. C. Evett, from Exmouth, to be manager on retirement, on 
account of ill health, of Mr. H. Rowe. Winchester: Mr. F. W. G. Carter, from East Grinstead, 
to be manager. 








THE BANK OF BERMUDA, LTD. 


HAMILTON 
Somerset St. George’s 


CAPITAL £125,000 


TOTAL RESERVES £296,986 
TOTAL RESOURCES £6,936,359 


Complete Banking and Trust Facilities ‘ Real Estate Division 


Sole Depository of the Imperial Government in Bermuda 
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Banking Statistics 


National Savings 
(£ millions) 











Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Tota! 
(net) (net) (net)* Small (net (net) (net)* Smal! 
wa7 ih ss 40.3 —- 3-7 -19.6 17.0 1949 Oct. .. -— 1.6 - 1.5 i Pe 4.6 
i a 2.7 - 19.8 2.9 — 14.2 MO. cs = FR = 857 1.8 - 3.0 
| ae 16.4 — 25.1 [7.2 8.5 Dec. — 4.2 - 1.9 -12.7 - 18.8 
1950 Jan. .. -0.6- 1.8 17.6 15.2 
, az Feb. .. -— 3.2 -— 2.6 13.0 ee 
1948 I .. i - es BP MS Mar. .. -—1.7=— 4.7 6.0= 0.4 
iM... =+2:32= 38.4 14.7 - 10:3 April. 7 ad ps 
i .. =45 — me. 6.4 - 18. Spee... + Po ee ae ae 
4-5 3 4 4 May .. - 3.8 - 3 0.4 - 6.8 
Vv. =<-9.2—= g8 8.9- 479 , 3: 3-4 i 
7 2 3 4°7 June... -4.6- 3.0 — 2.7 — 10.3 
july .. =4£4.7 —- 25 -— 6.7 = 13.9 
1949 I 7-3 - 1.4 52.2 58.1 Aug... ~4.1 <= 2.3 —~@0.8 = 7.2 
II -1.5- 0.4 8.6 6.7 sept... -— 4.8 = 2.7 5.1 - 2.4 
III —9.6- 4.8—- 2.7 = 1§.2 Ot... = 2.2 =— 2.2 8.8 ae 
IV -8.9- 5.1 - 3-2 - 17.2 Nov... —3.0— 2,7 2.7 = 2:0 
Dec. .. — 4.4 -— 2.4 -16.8 -— 23.6 
1950 I -5.5- 9.1 36.6 22.0 1951 ae =e Se SR OS 
II -10.9- 9.6 6.4 - 14.1 7 SS Rae a os SE 
Ill -13.6- 7.5 - 2.4 - 23.5 Mar. .. 9-7 me Bom 7+7 
, > cy . April . 7 es O.2 — 1.4 6.1 
IV -8.6- 7.3- 4.3 - 20.2 F ; ie ‘ 4 
May 2.7 - 0.1 —-14.7 - 12.1 
June .. 4.9 @.2 =82.6 = 7:7 
1951 I 27.5 3.9 3.3 34.7 July ‘2 0.7 16.8 — 16.3 
II 15.3 o.!I 25:9 — &3.7 Ame. ... = 6.5 5.I -— 4.6 — 10.2 
ill 1.0 — 10.3-— 11.5 — 20.8 Sept. .. 0.3 1.5 9.9 ae, 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit Quarters: Exp. Rev. Deficit 
£m. {m. {m. £m. £m. {m. 
1938 -.  898.1° 872.6 25.5* 1948 II .. 613.8 794.8 181.0 
1939 .. 1054.8* 927.3 127.5* PEs “ive 751.4 831.7 80.2t 
1940 .. 1809.7* 1049.2 760.5* IV .. 791.4 802.7 11.3 
1941 .- 3867.2 1408.9 2458.3 1949 I... 996.2 1577-9 581.7t 
1942 2 4775°7 2074.1 2701.6 i. F5%0 756.7 2.8 
1943 o- 665.2 2819.9 2803.3 EE .. 833.0 820.7 3.3 
1944 -- 5788.4 3038.5 2749-9 TY os 823.7 811.0 t.7 
1945 -- 6057.8 3238.1 2819.7 1950 re 940.0 1536.3 590.37 
1946 ~» 8474.8 3284.5 2190.3 i... * 226.2 768.8 43.5T 
1947 .+ 3910.3 3341.2 569.1 wat 3 748.2 813.3 35.1T 
1948 «s genz.1 3844.9 657.8t iv... Ca.7 791.6 i223 
1949 o« Sages 4006.6 853.8f Soak = 5 930.8 1604.2 073.47 
1950 -- 3356.6 3924.0 567.47 MA « 829.6 840.0 16. 4f 
1951 -+ 3238.0 3977.8 739.9t Pid. x 971.2 938.6 32.6 
* Allowing for loan expenditure. + Surplus. 
Floating Debt 
Oct. 21, Sept. 22, Sept. 30, Oct. 6, Oct. 13, Oct. 20 
1950 1951 1951 1951 1951 1951 
Ways and Means Advances : fm. fm. fm. fm. fm. fm. 
3ank of England or - — — - --- 
Public Departments .. 490.2 354.0 342.4 347.0 350.0 371.0 
Treasury Bills : 
Tender .. se a 3160.0 3240.0 3230.0 3240.0 3240.0 3250.0 
Tap a < ‘ 2077.8 2364.7 2366.3 2425.2 2471.1 2315.4 
Treasury deposit receipts .. 574.0 205.0 290.0 250.0 225.0 200.0 














6302.0 6224.4 6228.7 6262.8 6292.7 6130.5 
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AUSTRALIA 
AND NEW ZEALAND 
BANK LIMITED 


In which are merged The Bank of Australasia Limited and 
The Union Bank of Australia Limited 


The new Bank formed by the merger of The Bank of Australasia 
Limited and The Union Bank of Australia Limited, is known 
as Australia and New Zealand Bank Limited. The following 
points indicate some of the improved banking facilities and 
services which will result from the merger. 


alAlAlAlAlalalalalalalalalalalalalalal al al al 


RESOURCES: With a Capital of £Eng.17,000,000 
and the combined assets of the merging banks amount- 
ing to £A.400,000,000, Australia and New Zealand 


Bank Limited will have powerful resources for the 
use of its customers. 


/ 
‘a 


LOCAL KNOWLEDGE : The knowledge and 
experience of local conditions in Australia and New 
Zealand, acquired by the merging banks in over a 
hundred years of banking, will be at the service of 
the customers of Australia and New Zealand Bank 
Limited. 


BRANCHES AND AGENCIES °- With the 
combined Branches and Agencies of the merging 
banks numbering nearly 600 in Australia and over 
150 in New Zealand and Fiji, as well as an inter- 
national network of Agents and Correspondents, 
Australia and New Zealand Bank Limited will 
provide its customers with comprehensive and 
competitive banking facilities. 
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AUSTRALIA AND NEW ZEALAND BANK LIMITED 


In which are merged The Bank of Australasia Limited and 
The Union Bank of Australia Limited 


HEAD OFFICE 


71 Cornhill, E.C.3. Telephone: Avenue 1281 
BRANCH OFFICES IN LONDON 
4 Threadneedle Street, E.C.2. Telephone : Avenue 1281 
263 Strand, W.C.2. Telephone : Holborn 3688 


6 Albemarle Street, Piccadilly, W.1. Telephone: Regent 3651 
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Treasury Deposit Receipts 


Raised Redeemed Outstanding t 
£m. £m. {m. 
1949 Dec. 31* .. — as 260.0 142.5 872.0 
1950 March 31 .. sc as = 29.5 465.0 
June 30... oe a 140.0 190.0 350.0 
Sept. jo .. an ar 55.0 -- 505.0 
Dec. Oy aa iia a 100.0 139.0 525.0 
1951 Feb. ar i os os 80.0 340.0 
March 31 .. e ‘ 90.0 146.5 283.5 
April 28 .. ve we 130.0 94.0 319.5 
May 26 .. ws ve 75.0 75.0 319.5 
june 30 .. “ oF 50.0 25.0 344-5 
yay 60 Ck ms ne = — 344.5 
Aug. ou. + os 35.0 54-5 325.0 
wept. 30 .. 90,0 125.0 290.0 


* Periods ended on last Saturday in each month, except at final month in each quarter. 
+ The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 


1951 Net New 1951 Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
Apel 7 .. 80.0 25.0 55.0 july 22 .. — — — 
SA xs 25.0 — 25.0 . ae — — — 
‘a = “+ 25-0 44-5 — 19.5 Aue. & «. — = — 
” 20 .- =F 24-5 ~ 24.5 5 BS ws 35.0 _— 35.0 
May 29 ei — ma se ... — 24.5 — 24.5 
as IZ .. 25.0 25.0 — 25 — 30.0 — 30.0 
19 .. 25.0 25.0 - c - 
» W@W. He 35.6 a sept. I ae 35-0 — 35-0 
—~s laa am 8 40.0 40.0 _ 
d se 3.5 0.5 15 - 25.0 — 25.0 
16 25.0 — 25.0 pas —— Re 
2 abt pe. path io 30 25.0 — 25.0 
rs a - 0.5 0.5 Oct. 6 ne 40.5 — 40.5 
[a ee -—— — — és ES ss _— 25.0 — 25.0 
I4 — — pa 20 — 25.0 =— 23.0 





Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
































Net Financed by : Reserves 
Deficit at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E.R.P. in 
Credits I.M.F. Loan Reserves 
1946 bi ae 908 1123 -—- — -- + 220 2696 
1947 as “- 4131 3273 240 -- -- — 618 2079 
1948 i si 1710 352 128 325 . 682 — 223 1856 
1949 : 
I “ ae 330 30 32 — 325 + 56 1912 
II i wi 632 30 -- — 340 — 262 1651 
III ‘a oe 539 29 — — 284 — 225 1425 
IV ee a 31 27 20 i 246 + 263 1688 
Total, 1949_—lx. yj. 1532 116 52 — 1196 — 168 1688 
1950 : 
I hin +. + 40 a7 229 + 296 1984 
II -. +180 18 240 + 438 2422 
III ‘a -. +187 — 147 + 334 2756 
IV es -- +398 146 + 544 3300 














762 +1612 3300 
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98 + 458 3758 
+ 109 3867 
40 - 598 3269 


1951: 
I oe +» +360 
II a oo + 


Total, 1950 .. +805 45 
III os -. —638 = 


11 | 
11 | 
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